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PREFACE  TO  THE  FIRST  EDITION 


The  presentation  of  economics  to  college  classes  is  a task 
of  no  little  difficulty.  If  lectures  are  depended  upon  exclusively, 
much  time  must  be  wasted  in  imparting  information  that  could 
be  acquired  more  quickly  and  more  surely  from  the  printed 
page.  On  the  other  hand,  exclusive  reliance  on  a text-book 
results  in  narrowness  and  dogmatism  on  the  part  of  both 
teacher  and  student.  A combination  of  the  lecture  and  text- 
book methods  offers  a means  of  escape  from  these  difficulties, 
but  to  make  this  satisfactory,  a text-book  especially  designed  for 
the  purpose  must  be  used.  Such  a book  should  contain  not 
only  the  information  needed,  but  a systematic  exposition  of 
economic  principles,  intended  to  introduce  rather  than  to  ex- 
haust each  topic  considered.  It  need  not  be  elementary  because 
the  lectures  which  supplement  it  may  be  relied  upon  to  clear  up 
difficulties.  On  the  other  hand,  it  ought  to  give  some  account 
of  the  development  of  economic  theories  and  of  the  views  of 
the  writers  who  have  contributed  most  to  this  development. 

In  writing  the  following  treatise,  I have  tried  to  keep  these 
considerations  constantly  in  mind.  The  principal  feature  which 
distinguishes  it  from  other  college  text-books  is  its  full  treat- 
ment of  the  subject  of  distribution.  This  is  the  part  of  the 
study  which  is  of  greatest  interest  and  importance ; yet  it  is  the 
part  most  neglected  in  current  manuals.  Experience  as  a 
teacher  leads  me  to  think  that  the  difficulty  of  making  the  laws 
of  distribution  intelligible  is  exaggerated.  Even  if  it  were  not, 
I should  still  consider  a serious  effort  to  instruct  a class  in  these 
laws  a most  valuable  exercise  in  economics.  In  the  following 
pages  I have  tried  to  explain  the  productivity  theory  of  dis- 
tribution and  have  made  free  use  of  the  writings  of  my  hon- 
oured colleague.  Professor  Clark,  who  has  contributed  so  much 
to  an  understanding  of  the  subject.  The  fact  that  I still  cling  to 
a modernised  Ricardian  theory  of  rent,  despite  his  criticisms  of 
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that  doctrine,  and  that  I employ  a somewhat  dififerent  method 
for  measuring  the  productiveness  of  labour  and  capital,  does 
not  lessen  in  the  least  my  obligations  to  him.  While  making 
prominent  the  laws  of  competitive  distribution,  I have  tried 
not  to  neglect  the  influence  on  actual  distribution  of  monopoly, 
and  have  devoted  four  chapters  to  different  phases  of  the 
monopoly  problem. 

Another  distinctive  feature  of  the  book  is  the  introductory 
sketch  of  the  rise  and  progress  of  modern  industry  in  England 
and  the  United  States.  These  chapters  are  designed  to  sug- 
gest the  historical  perspective  so  necessary  to  the  judicial 
treatment  of  contemporary  problems  and,  incidentally,  to 
present  some  of  the  industrial  facts  which  must  otherwise  have 
been  deferred  to  later  portions  of  the  hook.  To  secure  space 
for  this  innovation,  I have  bc'en  compelled  to  omit  the  discussion 
of  government  revenues  and  expenditures  usuallv  contained  in 
manuals  of  economics.  I have  done  this  the  more  willing! v 
because  within  the  last  few  years  as  many  as  three  excellent 
treatises  on  public  finance  have  appeared  as  fruits  of  American 
scholarship. 

The  bibliographical  note  at  the  end  of  Chapter  III.  and  the 
references  for  collateral  reading  appended  to  most  of  the  chap- 
ters have  been  added  for  the  guiflance  of  general  readers. 
Asterisks  (*)  have  been  used  to  distinguish  the  works  that 
are  especially  recommended. 

vSo  many  and  various  are  the  obligations  to  other  writers 
of  which  I am  con.scious,  that  a detailed  acknowledgment  is 
out  of  the  question.  I cannot,  however,  refrain  from  recording 
my  special  debt  to  my  former  teacher  and  colleague.  Professor 
Patten,  of  the  University  of  Pennsylvania.  To  his  wholesome 
distrust  of  accepted  opinions,  so  ably  communicated  to  his 
students,  T owe  more  than  I can  express.  I must  also  ac- 
knowledge my  indebtedness  to  Professor  Marshall’s  standard 
treatise  and  to  the  works  of  Finance  ^Minister  von  Bohm- 
Bawerk. 

Among  those  who  have  read  portions  of  my  manuscript. 
Professor  J.  F.  Johnson  of  New  York  TMiversity  has  put  me 
under  special  obligations  by  his  criticisms.  Any  merit  which 
may  attach  to  the  chapters  on  money  and  credit  is  largely  due 
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to  him.  My  manuscript  has  also  been  improved  by  the  sug- 
gestions and  criticisms  of  my  colleague,  Dr.  A.  S.  Johnson, 
and  to  him  my  thanks  are  due  for  that  most  trying  service 
' which  friendship  can  command,  the  correction  and  revision  of 

my  proof.  Greatest  of  all  is  my  indebtedness  to  my  wife,  who 
has  helped  me  at  every  stage  of  the  work, 

Columbia  University,  New  York, 

December  ij,  igoj. 

PREFACE  TO  THE  THIRD  EDITION 

The  principal  change  which  has  been  made  in  this  edition 
is  the  addition  of  two  new  chapters.  Several  instructors  who 
have  found  the  book  adapted  in  other  respects  to  their  require- 
ments have  expressed  regret  at  the  omission  of  the  entire  sub- 
ject of  public  finance.  To  remedy  this  defect  the  chapters  on 
Public  Expenditures  and  Public  Revenues  and  on  Taxation 
and  Tax  Reform  in  the  United  States  have  been  insert«*i 
just  before  the  concluding  chapter. 

Another  important  change  is  the  complete  revision  of  the 
chapter  on  Production  and  Distribution.  As  the  introduction 
to  the  somewhat  difficult  sections  on  distribution  which  follow, 
this  chaper  has  an  important  role  to  play.  I hope  that  in  its 
amended  form  it  may  prove  more  satisfactory  both  to  teachers 
and  students. 

Among  the  numerous  other  changes  and  corrections  that  have 
been  made  in  the  text,  two  only  require  special  mention.  The 
statement  of  the  law  of  diminishing  returns  as  it  applies  to 
labour  and  capital  (§72),  has  been  made  to  harmonise  with 
the  statement  of  the  same  law  for  land  (§64).  The  verbal 
inconsistency  involved  in  the  presentation  of  this  important 
principle  in  the  earlier  editions  was  a source  of  confusion  which 
is  now  removed.  The  other  change  is  the  omission  of  the  sec- 
tions  (§§287  and  288  in  the  former  editions),  in  which  a 
V novel  plan  for  combining  a local  land  tax  with  a state  inheri- 

tance tax  was  advocated.  Further  consideration  has  convinced 
me  that  the  plan  calls  for  fuller  explanation  than  is  possible  in 
a general  text-book,  and  has  also  made  me  less  confident  of 
its  practicability. 


% 


VI 


Preface 


Since  this  book  was  first  printed  there  has  been  unusual 
activity  in  the  publication  of  works  on  economics  in  the  United 
States.  While  it  has  not  been  possible  to  refer  to  these  in  the 
text,  I have  tried  to  add  all  of  the  more  important  recent  titles 

to  the  References  for  Collateral  Reading  appended  to  most  of 
the  chapters. 

Helpful  suggestions  to  aid  in  the  revision  of  the  book  for 
this  edition  have  come  to  me  from  many  quarters,  and  I am  glad 
to  have  this  opportunity  to  make  general  acknowledgment  of 
my  obligations.  Especially  valuable  has  been  the  assistance  of 
Professor  Roswell  C.  McCrea  of  Bowdoin  College,  who  devised 
the  improved  diagram  which  appears  in  Chapter  IX. 

Jaffrey,  New  Hampshire, 

Septe7nber  jo,  igo^. 


CHAPTER  XXVII 

GOVERNMENT  EXPENDITURES  AND  GOVERNMENT 

REVENUES 

§ 2Q2.  With  the  exception  of  money  and  banking  there  Imjiortance 
is  no  topic  in  economics  to  which  more  attention  and  litera- 
ture  have  been  devoted  than  to  that  of  government  or  public 
finance.  In  this  treatise  it  is  possible  to  discuss  only  the  more 
important  aspects  of  the  subject,  and  government  expenditures 
and  government  revenues  from  other  sources  than  taxation 
are  considered  only  so  far  as  is  necessary  to  introduce  the 
questions  of  Taxation  and  Tax  Reform  in  the  United  States 
dealt  with  in  the  next  chapter. 

Perhaps  the  best  way  to  determine  what  are  the  actual  Government 
functions  of  government  is  to  examine  a statement  of  public  uires^ii^^ 
expenditures  for  a typical  year.  The  table  on  the  next  page,  United 
drawn  from  the  eleventh  census  of  the  United  States,  sum- 
marises  the  expenditures  of  all  of  the  different  branches  of  the 
government  for  the  year  1890. 

The  largest  single  item  of  expenditure  is  for  public  edu-  For 
cation.  Although  among  the  latest  to  be  assumed  education  Education 
is  now  recognised  as  one  of  the  most  important  functions  of 
the  democratic  state.  The  economic  justification  for  main- 
taining free  schools,  free  colleges,  and  even  free  universities  at 
public  expense,  has  already  been  suggested.*  Quite  as  con- 
clusive is  the  political  justification.  Successful  self-govern- 
ment is  only  possible  for  communities  in  which  there  is  a high 
level  of  general  intelligence.  This  high  level  is  most  easily, 
surely,  and  cheaply  attained  and  perpetuated  by  means  of  free 
public  education. 

Next  to  expenditures  for  education  from  the  point  of  view'  For 
both  of  costliness  and  importance  are  those  connected  with 
national  defence.  In  the  United  States  the  actual  outlay  upon 

* Cf.  Chapter  XIIL,  Section  V30. 
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EXPENDITURES  OF  NATIONAL,  STATE,  AND  LOCAL 
GOVERNMENTS  IN  THE  UNITED  STATES  IN  1890. 


1.  Educational  purposes 

2.  Military  pensions  .... 

3.  Military  purposes  .... 

4.  Interest  on  public  debt  . 

5.  Pt)lice  departments 

6.  Health  departments 

7.  Fire  departments  .... 

8.  The  judiciary  ..... 

9.  Penal  and  reformatory  institutions 

10.  Charities  ..... 

11.  Indians  ...... 

12.  Improving  rivers  and  harbours 

13.  Roads,  bridges,  sewers,  and  ditches 

14.  Postal  service 

15.  Lighting 

16.  Public  buildings  and  their  maintenance 

17.  Public  parks  and  places  . 

18.  E.xecutive  departments  . 

19.  Congress  and  legislative  departments 

20.  Foreign  intercourse 

21.  Salaries,  fees,  and  commissions 

22.  Miscellaneous  expenditures  . 

Total 


$145,600,000 

106,900,000 

57^500,000 

82.700.000 

23.900.000 

3.300.000 
i6,4oo,o(X> 

23.000. 000 

12.400.000 

40.000. 000 

6.700.000 

11.700.000 

72.300.000 

66.300.000 

11.400.000 
56,800,000- 

3,000,000 

16.500.000 

10.500.000 

1.600.000 

37.600.000 

109.500.000 

915.900.000 


army  and  navy  in  time  of  peace  is  relatively  small.  When  to 
this  is  added  however  the  enormous  pension  bill,  which  an 
over-generous  Congress  has  created  for  the  benefit  of  those 
who  have  participated  in  the  nation’s  wars,  and  the  interest 
on  the  public  debt,  most  of  which  was  incurred  in  connection 
with  these  same  wars,  expenditures  for  national  defence  are 
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Protectioi 


For 

Charitabh 

Relief 


seen  to  be  even  greater  than  expenditures  for  education. 

Third  in  the  list  are  outlays  connected  with  the  protection 
of  life,  health,  and  property  within  the  country  and  tlic  ad- 
ministration of  justice.  In  this  group  belong,  of  course,  the 
expenditures  on  penal  and  reformatory  institutions,  which  pro- 
tect society  by  isolating  for  a time  those  who  have  shown  an 
anti-social  disposition. 

The  charitable  relief  of  the  defective  and  dependent  and 
sj)ecial  provision  for  the  Indians  present  a fourth  governmen- 
tal function. 
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The  fifth  group  of  expenditures  is  concerned  with  the 
nation’s  material  interests.  Different  branches  of  the  g-overn- 
ment  spend  vast  sums  on  the  improvement  of  rivers  and  har- 
bours, on  roads,  bridges,  sewers,  and  ditches,  on  the  postal  serv- 
ice, for  lighting  the  public  streets,  for  the  erection  and  main- 
tenance of  public  buildings,  and  for  public  parks  and  other 
places  of  public  amusement. 

A sixth  group  of  expenditures  relates  to  the  ordinary  de- 
partments of  government  whose  existence  is  necessary  to  the 
continued  operation  of  all  of  the  dift'erent  functions  that  have 
been  enumerated.  In  addition  to  the  executive  and  legislative 
branches  there  are  the  representatives  of  the  country  abroad 
and  various  bureaus  and  commissions,  some  educational,  some 
administrative,  and  some  judicial  in  character,  that  are  main- 
tained. 

Finally,  there  are  miscellaneous  expenditures  important  in 
the  aggregate,  since  they  constitute  more  than  one-ninth  of 
the  total,  but  not  readily  differentiated  in  a simple  scheme  of 
classification. 

§ 293.  Diverse  as  are  these  expenditures  and  the  functions 
in  connerction  with  which  they  are  made,  they  have  one 
common  characteristic.  All  are  undertaken  for  the  purpose 
of  promoting  the  general  welfare.  From  the  point  of  view 
of  political  theory  the  relation  between  public  and  private  ac- 
tivities in  self-governing  communities  is  exceedingly  simple. 
Through  his  private  activities  each  individual  secures,  so  far 
as  his  means  will  permit,  those  commodities  and  services  which 
he  requires  to  satisfy  his  wants  and  the  wants  of  those  depend- 
ent upon  him.  But  certain  wants  are  collective  in  their  na- 
ture, and  certain  services  can  only  be  rendered  satisfactorily 
by  a central  authority  acting  as  the  agent  or  servant  of  the 
whole  community.  The  satisfaction  of  these  wants  and  the 
rendering  of  these  services  are  the  tasks  of  the  government. 
Every  one  needs  to  be  protected.  For  thus  purpose  armies  and 
navies  are  maintained,  police  and  fire  dei)artments  are  organ- 
ised, courts  of  justice  are  provided,  and  penal  and  reforma- 
tory institutions  are  supported.  The  well-being  of  everv  one 
requires  that  educational  institutions  of  high  standard  shall  be 
freely  open,  if  not  to  themselves  and  their  own  children,  at  least 
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to  their  neighbours  and  their  neighbours’  children,  so  that  an 
educated  public  opinion  may  be  created  as  a guarantee  that 
just  laws  will  be  passed  and  efficiently  enforced.  The  concern 
of  every  one  in  the  other  expenditures  described  is  nearly,  if 
not  quite,  as  clear  as  that  in  ])rotection  and  education.  They  all 
have  to  do  with  general  and  public  interests  and  are  justified 
only  to  the  extent  that  through  them  these  interests  are  ad- 
vanced. 

Some  writers  have  sought  to  formulate  definite  rules  bv 
means  of  which  it  can  be  judged  in  advance  whether  a given 
activity  should  or  should  not  he  undertaken  by  the  govern- 
ment. Such  rules  are  helpful  when  based  u])on  actual  experi- 
ence but  when  based,  as  is  usually  the  case,  upon  some  dogma 
as  to  the  proper  sphere  of  the  state,  as  that  its  sole  duties  are  to 
protect  life  and  property  and  administer  justice,  they  are  al- 
most certain  to  be  misleading.  Developing  states  find  it  ad- 
vantageous to  assume  very  different  functions  at  different 
periods.  On  the  whole  as  political  organisation  becomes  more 
efficient,  there  appears  to  be  a tendency  for  the  functions  of 
the  state  to  broaden.  Whether  this  is  desirable  or  not  can 
only  be  determined  by  experience  of  its  effects.  If  in  this 
way  the  well-being  of  the  whole  communitv  is  increased,  the 
change  is  justified.  There  is  no  other  universally  valid  cri- 
terion by  which  the  rightness  of  either  public  or  private  action 
can  be  determined. 

§ “94-  dividing  line  between  public  and  private  ex- 
penditures corresponds  with  the  division  between  public  and 
private  activities.  Each  communitv  has  a limited  suppiv  of 
commodities  and  of  workmen  capable  of  rendering  services. 
The  government  should  withdraw  from  private  industries  so  ' 
many  and  only  so  many  workmen  as  can  produce  as  public 
servants  services  and  commodities  of  greater  value  than  those 
turned  over  to  such  servants  as  their  compensation.  Through 
public  expenditures  a part  of  the  wealth  that  would  otherwise 
be  available  for  private  use  is  capitalised  in  public  works  or  paid 
out  in  wages  or  salaries  to  public  servants.  Unless  the  re- 
sulting commodities  and  services  are  worth  more  to  the  com- 
munity than  what  has  been  given  for  them  the  public  expen- 
ditures are  unwarranted. 
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Simple  as  the  matter  is  when  stated  in  general  terms,  it 
presents  serious  practical  difficulties.  There  is  no  way  of 
measuring  the  value  to  a country  of  a standing  army  or  of  the 
" biggest  navy  alloat.”  Comparisons  of  the  services  of  such 
public  institutions  with  their  cost  when  made  by  the  " expan- 
sionist ” and  the  “ anti-imperialist  ’’  lead  to  very  divergent  con- 
clusions. Equally  difficult  is  the  measuring  of  the  value  of  the 
other  services  of  government.  That  free  public  schools  are 
worth  even  more  than  they  cost  will  be  generally  admitted,  but 
how  shall  it  be  determined  how  much  of  the  people's  money 
shall  be  expended  on  the  maintenance  of  free  public  universi- 
ties? The  line  must  be  drawn  somewhere,  but  the  difficulty 
of  deciding  where  is  illustrated  every  time  an  aj)propriation 
bill  affecting  a state-supported  university  comes  up  for  con- 
sideration before  one  of  the  state  legislatures.  These  practical 
difficulties  differ,  however,  only  in  degree  from  the  difficulties 
that  arise  in  connection  with  all  expenditure.  Parents  are 
often  as  much  puzzled  to  determine  whether  a college  educa- 
tion will  be  a “ paying  investment  ’’  for  their  sons,  as  are  state 
legislatures  to  decide  whether  it  will  “ pay  ” to  invest  more  of 
the  people’s  money  in  the  institutions  that  offer  college  educa- 
tions. In  the  former  case  individuals,  in  the  latter  the  people’s 
representatives  must  consider  the  alternative  uses  to  which 
the  same  sums  of  money  might  he  put.  Unless  it  is  clear  that 
the  thing  secured  is  worth,  when  broadly  considered,  more 
than  it  costs,  the  expenditure  is  unwarranted. 

§ 29s.  In  a federal  state  like  the  United  States  different  Division  of 
r (lovern- 

functions  are  performed  by  different  branches  of  the  govern-  mental 

ment.  National  defence,  the  improvement  of  rivers  and  bar-  UnUe*^d^”*^ 
hours,  the  promotion  of  foreign  trade  and  intercotirse,  and  States 
to  some  extent  the  administration  of  justice  are  functions  un- 
dertaken by  the  national  government.  To  the  states  are  al- 
lotted tasks  connected  with  the  development  and  administra- 
tion of  business  law,  or  justice,  the  maintenance  of  penal  insti- 
tutions, the  care  of  manv  of  the  defectives  and  dependents  who 
are  incapable  of  self-support,  the  develojanent  and  maintenance 
of  higher  educational  institutions,  and  the  furthering  of  certain 
of  the  material  interests  of  the  community  ranging  all  the  way 
from  the  construction  and  operation  of  canals  to  the  extermina- 
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tion  of  insects  harmful  to  vcg^ctation.  1 lie  functions  clelc- 
j^ated  by  tlie  state  les^'islatures  to  local  i^overning'  bodies,  coun- 
ties, cities,  boroughs,  towns,  school  districts,  etc.,  are  similar 
to  those  assumed  by  the  states  themselves  but  more  local  in 
character.  Among  these  the  maintenance  of  the  common 
schools,  and  of  streets,  bridges,  sewers  and  ditches,  the  sup- 
plying of  water,  and  the  [protection  of  life,  health.  an<l  [)rop- 
erty  arc  among  the  most  im[)ortant  undertaken  by  govern- 
ment. 

An  approximate  idea  of  the  division  of  governmental  func- 
tions is  afiforded  by  statistics  of  the  expenditures  of  the  differ- 
ent branches  of  government.  In  the  census  year  1890  the  total 
expenditures  of  the  national  government  were  $^30,000,000, 
which  was  approximately  $10  per  ca])ita.  In  the  same  year  the 
state  of  New  York  expended  $13,170,000,  or  $2.20  [)er  ca[)ita 
of  its  population,*  and  the  city  of  New  York  $34,985,000,  or 
approximately  $23  per  capita  of  the  city’s  ])opulation.  In  the 
next  census  year,  1900.  the  expenditures  of  each  of  the  de- 
partments of  the  government  were  larger  in  proportion  to  the 
population.  The  national  government  spent  $886,000,000,  or 
$11.66  per  capita;  the  state  of  New  York  $23,934,433.  or  $3.30 
per  capita ; and  the  city  of  New  York  $(^4,4 17,964.  or  $27.80  [)cr 
capita.  There  was  thus  an  increase  in  per  ca])ita  ex[)enditures 
in  all  three  departments  of  the  government  but  not  one  to 
alter  seriously  the  relation  between  them.  From  the  [)oint  of 
view  of  expenditure  we  may  conclude  that  the  local  govern- 
ing bodies,  or  at  any  rate  the  cities,  are  more  than  twice  as 
important  as  the  national  government,  while  the  national  gov- 
ernment itself  is  three  or  four  times  as  important  as  the  states. 

§ 296.  The  above  figures  are  significant  also  for  the  light 
they  throw  upon  the  relative  importance  of  governmental  and 
private  expenditures  in  the  United  States.  Making  allowance 
for  the  fact  that  the  expenditures  of  New  York  State  and 
City  are  larger  in  proportion  to  their  populations  than  those  of 
the  other  state  and  local  governing  bodies  we  may  assume  that 

* The  expenditures  of  the  forty-five  states  then  in  existence  amounted 
in  the  same  year  to  $105,004,997.  which  was  $1,70  per  capita  of  their 
population.  Cf  New  York  State  Library  Bulletin,  No.  8 (March,  1897), 
on  State  Finance  Statistics, 
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the  annual  expenditures  of  all  branches  of  the  government 
amount  to  from  $30  to  $35  for  every  man,  woman,  and  child  in 
the  United  States,  or  to  from  $150  to  $175  for  the  average 
family  of  five  persons.  We  have  no  certain  way  of  measuring 
the  average  family  income  in  the  United  States  exclusive  of 
what  is  paid  to  the  government  in  the  form  of  taxation  but  it  is 
a liberal  allowance  to  assume  that  it  lies  somewhere  between 
$700  and  $900  a year.  If  we  take  the  upper  figure  for  govern- 
mental ex[)enditures  and  the  lower  figure  for  family  income  it 
appears  that  as  much  as  one-fifth  of  the  total  national  income 
is  expended  each  vear  by  the  diff'erent  branches  of  the  govern- 
ment, leaving  only  the  other  four-fifths  to  be  spent  or  accumu- 
lated by  individuals.  Combining  the  other  extremes  the  gov- 
ernmental expenditures  are  found  to  be  one-seventh  of  the  total, 
leaving  the  other  six-sevenths  for  individual  disbursement. 

Somewhere  between  these  limits  of  one-fifth  and  one-seventh 
of  the  total  national  income  governmental  expenditures  very 
probably  lie.  W’hen  the  full  significance  of  this  fact  is  realised, 
the  importance  of  honest,  efficient,  and  intelligent  government 
begins  to  be  apjireciated. 

§ 297.  The  revenues  exiicnded  for  public  purposes  are  de-  Sources  of 
. . ' . . Public 

nved  from  a variety  of  sources.  W riters  on  finance  have  dc-  Revenues 
voted  much  thought  to  their  classification  but  for  our  purpose 
it  will  suffice  to  distinguish  the  following;  (i)  public  lands  and 
industries;  (2)  special  assessments;  (3)  taxes;  (4)  loans;  (5) 
miscellaneous  sources. 

The  income  from  imblic  lands  and  industries  depends  obvi-  . 

1 , , 1-  • - 111-  hi'om  Public 

otisly  upon  the  governmental  policy  m reterence  to  the  public  Lands 

domain  and  in  reference  to  embarking  upon  industrial  enter- 
prises. In  the  United  States,  notwithstanding  the  vast  ex- 
tent of  the  public  lands,  comparatively  little  net  revenue  has 
been  derived  from  these  sources.  The  public  lantl  policy  has 
been  controlled  from  an  early  period  by  the  thought  that  it  is 
better  to  sell  the  lands,  even  for  merely  nominal  sums,  to  per- 
sons who  will  really  settle  upon  them  and  bring  them  under 
cultivation  than  to  treat  them  as  an  important  source  of 
revenue.  In  consequence  of  this  policy  the  federal  government 
now  receives  an  annual  average  of  only  two  or  three  million 
dollars  from  this  source,  while  it  expends  considerably  more 
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than  this  upon  the  bureaus,  whose  function  it  is  to  study  and  re- 
port upon  the  land  and  natural  resources  of  the  country.  The 
income  of  the  states  from  the  public  lands  has  been  somewhat 
larger  proportionally,  but  only  for  Texas,*  which  entered  the 
Union  with  a vast  public  domain,  has  it  ranked  as  a chief 
source  of  revenue. 

From  The  only  important  public  industries  carried  on  in  the  United 

Imiustrie  i States  are  the  post  office  and  municipal  water  systems  and  both 

of  these  are  conducted  on  the  i)rinciple  of  charging  no  more 
than  the  service  actually  costs.  In  the  case  of  the  post  office 
this  has  usually  resulted  in  a deficit  which  must  be  made  goe:>d 
out  of  the  other  sources  of  revenue. 

From  The  second  and  third  items,  special  assessments  and  taxes. 

Assessments  usually  treated  together  and  are  the  principal  sources  of 
and  Taxe  i revenue  of  all  modern  governments.  As  the  remaining  sec- 
tions of  this  and  the  following  chapter  treat  of  taxes  nothing 
further  need  be  said  alxnit  them  at  this  ])oint.  A special  as- 
sessment has  been  defined  as  “ a payment  made  once  for  all  to 
defray  the  cost  of  a s])ccific  improvement  to  property  under- 
taken in  the  public  interest,  and  levied  by  the  government  in 
proportion  to  the  particular  benefit  accruing  to  the  property- 
owner.  ”f  Such  assessments  are  resorted  to  very  commonly  by 
American  municipalities  in  connection  with  j)ublic  improve- 
ments like  the  laying  out  of  streets,  the  paving  of  streets,  the 
laying  of  sidewalks,  etc.,  which  normally  add  to  the  value  of 
adjoining  property.  In  such  cases  it  seems  entirely  appropri- 
ate that  the  persons  receiving  a special  and  peculiar  benefit 
from  the  improvement,  should  contribute  in  a special  and  pecu- 
liar way  towards  the  expenditure  which  it  involves.  Unfor- 
tunately the  instances  are  comparative!}-  rare  where  the  special 
benefit  enjoyed  as  a result  of  government  outlay  can  be  dis- 
tinguished from  the  general  benefit,  and  for  this  reason  the 
field  for  the  application  of  the  special-assessment  principle  is 
rather  limited. 

* 'Phis  state  derived  from  its  public  lands  $1,317,453  in  1890  and 
$864,921  in  1895.  Its  present  land  policy  is  illustrated  by  the  fact  that 
on  '^npteniber  i.  1905,  it  offered  for  sale  6,000,000  acres  at  a minimum 
pri  '■  of  ®i  an  acre  to  bona  fide  settlers. 

•]  leliiiman.  Essays  ztt  Taxation,  304. 
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§ 298.  Loans  constitute  an  extraordinary  rather  than  an  From  Loan.s 
ordinary  source  of  revenue.  For  governments  as  for  indi- 
viduals, borrowing  in  order  to  meet  current  expenditures  simply 
puts  off  the  time  when  the  needed  revenue  must  be  obtained 
from  some  other  source.  Since  to  such  postponement  is  added 
the  disadvantage  that  interest  must  be  paid  for  the  sums  bor- 
rowed, a resort  to  loans  is  only  justified  under  special  circum- 
stances. 

Writers  on  finance  agree  in  distinguishing  three  dififerent  War  Loans 
cases  in  which  government  loans  may  properly  be  made.  The 
first  and  most  important  is  when  a government  is  confronted 
by  a war  or  some  other  serious  emergency  which  demands  im- 
mediate and  large  outlays.  In  this  case  the  well-being  not  only 
of  the  present  but  of  future  generations  is  at  stake  and  a part 
of  the  sacrifice  which  must  be  made  may  well  be  imposed  upon 
those  who  are  to  contribute  to  the  government's  revenues  in 
future  years.  Moreover  the  money  needed  must  be  secured  im- 
mediately and  there  is  no  device  through  which  returns  may 
be  obtained  at  once  comparable  with  that  of  borrowing.  For 
these  reasons  part  of  the  revenue  required  may  be  derived  from 
the  sale  of  government  bonds,  or  promises  to  repay  at  some 
future  date  with  interest  the  sums  received  in  the  present.  In 
inaugurating  a borrowing  policy  the  government  must  be  care- 
ful, however,  to  inaugurate  at  the  same  time  changes  in  other 
parts  of  the  revenue  system  which  will  insure  the  means  of 
paying  interest  and  principal  in  full  as  they  fall  due.  Almost 
if  not  quite  as  important  as  immediate  command  over  money 
for  a government  embarked  upon  a war  is  unimpaired  credit 
or  future  borrowing  power.  Unless  the  government’s  credit  is 
protected  it  may  find  itself  helpless  at  the  very  time  when  a 
second  loan  is  needed  to  carry  the  war  to  a successful  issue. 

The  device  which  is  now  very  generally  employed  to  reassure 
lenders  who  entrust  their  savings  to  the  government  is  that  of 
a sinking  fund.  Revenues  constituting  a certain  proportion  of 
the  outstanding  obligations  are  dedicated  each  year  to  the 
debt  service,  and  in  this  way  a sufficient  sum  is  secured  to  pay 
the  principal  of  the  debt  when  it  becomes  due.  Contributions 
to  the  sinking  fund  can  only  be  made,  of  course,  if  the  ordinary 
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revenues  are  increased  and  this  is  usually  brought  about 
through  extraordinary  or  war  taxes. 

The  second  case  when  government  borrowing  is  warranted 
is  when  the  money  is  needed  for  the  development  of  some  pro- 
ductive public  industry.  If  a city  proposes  to  install  its  own 
water  works,  for  example,  it  may  very  properly  borrow  money 
for  the  purpose  and  adjust  the  water  rates  so  that  they  will 
provide  enough  to  pay  the  interest  on  the  debt  and  to  accumu- 
late a sinking  fund  out  of  which  the  principal  may  be  repaid 
when  it  falls  due.  This  is  the  more  defensible  because  the  bene- 
fits of  the  expenditure  are  shared  by  all  who  make  use  of  the 
city’s  water  so  long  as  the  system  continues  to  be  used. 

The  final  case  in  which  a resort  to  a loan  may  be  defended 
is  to  make  up  for  a small  deficiency  in  the  year's  revenues. 
Careful  financiering  requires  that  the  government's  income 
should  balance  as  nearlv  as  possible  its  expenditures.  But  the 
income  is  somewhat  irregular  and  unless  the  public  treasury 
is  to  keep  on  hand  a consideral)le  surplus  for  which  it  expects 
to  have  no  use,  which  is  undesirable,  it  must  often  occur  that 
the  legitimate  expenditures  run  ahead  of  the  revenues.  Under 
these  circumstances  a government  is  clearly  justified  in  securing 
a temporary  loan  to  be  repaid  the  following  year,  out  of  the 
larger  revenues  resulting  from  a contemporaneous  change  in 
the  law  controlling  other  sources  of  income. 

§ 299.  In  the  United  States  as  in  all  modern  countries  the 
above  principles  in  reference  to  public  loans  have  frequently 
been  disregarded.  It  is  so  easy  to  obtain  monev  l:y  borrow- 
ing and  so  difficult  often  to  obtain  it  in  any  other  wav  that 
public  authorities  arc  under  a constant  temptation  to  issue  and 
sell  bonds  when  they  ought  rather  to  increase  taxes  or  exercise 
more  economy  on  the  side  of  expenditures.  Experience  with 
the  evils  of  reckless  pledging  of  the  public  credit  has  led  in 
most  of  the  states  to  the  imposition  of  constitutional  restrictions 
on  the  borrowing  power.  No  such  restriction  has  been  imposed 
upon  Congress  and  on  the  whole  the  federal  debt — except  dur- 
ing the  critical  period  of  the  Civil  War — has  been  kept  within 
reasonable  limits.  The  restrictions  on  the  states  usually  take 
the  form  of  limiting  the  amount  that  may  be  borrowed  to  a 
certain  proportion  of  the  value  of  the  taxable  property  within 
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the  state.  The  limitations  on  municipalities,  also  contained  in 
many  of  the  state  constitutions,  are  sometimes  even  more  rigid. 

Thus  the  constitution  of  New  York  State,  adopted  in  1894,  lim- 
its the  indebtedness  which  any  city  within  the  state  may  incur 
to  ten  per  cent  of  the  assessed  valuation  of  its  real  estate.  Ex- 
ception is  made  of  revenue  bonds  issued  in  anticipation  of  re- 
ceipts from  taxes  and  of  water  bonds  but  the  latter  must  be 
counted  as  a part  of  the  debt  when  the  issue  of  bonds  for  any 
other  purpose  is  contemplated.  This  provision  has  been  justly 
criticised  on  the  ground  that  it  makes  no  distinction  between 
loans  contracted  in  connection  with  public  industries,  the  in- 
come from  which  will  be  ample  to  repay  the  loans  without  im- 
posing any  additional  burden  upon  taxpayers,  and  loans  which 
must  ultimately  be  repaid  out  of  the  revenues  derived  from 
taxes.  Eor  the  former  class  of  loans  the  limitation  is  much 
too  rigid  and  in  the  case  cited  it  is  already  having  the  effect 
of  seriously  retarding  legitimate  and  much-needed  municipal 

improvements  in  the  cities  of  the  state. 

S ^00.  The  sources  of  public  revenue  referred  to  as  mis-  Revenue 

^ ^ . ■ . ■■  r 1 from 

cellaneous  include  such  diverse  items  as  gitts,  fines  and  otner  Qifts 

penalties,  and  fees.  In  the  United  States  gifts  figure  among 
public  receipts  chiefly  in  the  form  of  donations  to  the  con- 
science fund  ” and  are  neither  large  nor  important. Few 
persons  seem  to  realise  that  in  giving  to  ihe  government  they 
are  contributing  to  the  one  agency  whose  primary  Inisiness  it 
is  to  advance  the  g'eneral  welfare.  Contrasteil  with  the  lavish 
gifts  to  private  and  denominational  schools  and  uni\cisities 
which  are  constantlv  lieing  made  by  America  s rich  men.  the 
gifts  to  the  public  schools  and  the  state-supported  universities 
are  so  infrequent  as  to  excite  general  comment  when  they 
occur.  The  attitude  of  mind  towards  the  government  which 
this  fact  reflects  is  partly  inherited  from  the  past,  when  all 
persons  not  in  the  privileged  governing"  class  were  <as  a matte', 
of  course  opposed  to  the  government,  and  partly  the  result 
of  a wide-spread  distrust  of  the  officials  who  control  public 
expenditures.  It  is  to  be  hoped  that  as  time  goes  on  it 
mav  give  place  to  a juster  appreciation  of  the  importance 
of  the  services  which  the  government  renrlers.  Certainly 
* Exception  must  be  made  of  Mr.  Carnegie’s  libraries. 
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there  is  no  wav  in  which  a man  of  wealth  can  more  greatly 
benefit  the  city  in  which  he  lives  than  by  supplementing  public 
expenditures  for  better  school  facilities  and  more  ample  parks 
and  plav-grounds.  or  in  general  at  those  points  where  the  pub- 
lic need  is  greatest  and  the  expenditures  least  adequate. 

Fines  and  other  penalties,  such  as  the  confiscation  of  property 
unlawfully  brought  into  the  country,  are  unimportant  sources 
of  revenue  and  reqaire  no  special  comment.  By  a fee  is  meant 
“ a payment  to  defray  the  cost  of  each  recurring  service  un- 
dertaken bv  the  government  primarilx  in  the  public  interest, 
hut  conferring  a measurable  special  advantage  on  the  fee- 
paver.”*  It  is  distinguished,  on  the  one  hand,  from  the  price 
paid  for  a commodity  supplied  by  the  government,  such  as  a 
water  rate,  because  the  primary  motive  of  the  government  in 
rendering  the  service,  issuing  marriage  licenses  for  example, 
is  regulation  in  the  public  interest,  the  benefit  to  the  individual 
paying  the  fee  being  secondary.  On  the  other  hand,  it  is  dis- 
tinguished from  a tax  in  that  it  is  a payment  for  a special 
benefit  enjoyed  by  the  payer,  whereas  taxes  are  a return  for 
general  benefits.  As  a rule  fees  are  made  only  high  enough 
to  cover  or  partly  cover  the  cost  of  the  service  rendered.  Ex- 
perience has  shown  that  they  ought  not  to  be  relied  upon  to 
compensate  the  official  who  collects  them  because  they  are  cer- 
tain to  yield  either  less  or  more  than  a fair  compensation  for 
the  work  done  and  thus  to  demoralise  the  public  service  by 
rewarding  unequally  officials  of  the  same  grade. 

§ 301.  A tax  may  be  defined  as  a compulsory  contribution 
to  the  government  to  defray  expenses  incurred  for  the  com- 
mon benefit  without  reference  to  special  advantages  enjoyed. 
The  points  to  be  emphasised  in  this  definition  are  that  the 
payment  is  compulsory,  that  the  proceeds  are  to  be  used  for 
the  common  benefit,  and  that  the  justification  for  the  ])ayment 
is  participation  in  these  common  benefits  rather  than  any  special 
advantage  enjoyed.  The  last  statement  is  given  prominence 
because  it  throws  light  upon  the  first  question  that  arises  in 
connection  with  any  system  of  taxation,  that  is,  as  to  the 
principle  according  to  which  taxes  should  be  apportioned 
among  the  individuals  in  a community.  A little  thought  shows 

* Selignian,  Essays  in  Taxa/ion,  p.  304. 
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that  the  correct  principle  of  apportionment  cannot  be  that  of 
special  benefit  received  from  government  expenditures.  Those 
who  need  public  assistance  most,  abandoned  children,  paupers, 
the  insane,  etc.,  are  the  very  ones  who  are  least  able  to  pay 
taxes.  On  the  other  hand  those  who  are  able  to  pay  most  seem 
often  in  little  need  of  those  services  which  the  government  ren- 
ders. Men  of  means  may  employ  private  detectives,  watchmen, 
etc.,  to  look  after  their  persons  and  ])roperty,  they  do  not 
usuallv  send  their  children  to  the  public  schools,  and  in  other 
ways  they  make  little  use  of  those  things  which  the  govern- 
ment supplies  gratuitously.  Obviously  if  each  paid  taxes  only 
in  proportion  to  the  special  benefits  enjoyed,  the  whole  busi- 
ness of  government  might  be  brought  to  a standstill. 

Opposed  to  the  principle  of  taxation  in  proportion  to  benefits  Taxes 

„r  u ■'  Should  I-all 

is  that  of  taxation  according  to  ability  to  pay,  or  the  faculty  Each  ir. 

theorv.  This  rests  on  the  broad  ground  that  it  is  impossible  Proportion 

, to  Ability 

to  measure  the  benefits  which  individuals  owe  to  the  govern- 
ment, because  without  government  civilised  society  could  not 
exist.  I"rom  the  time  a person  comes  into  the  world, 
whether  he  be  rich  or  poor,  his  development  and  success  at 
everv  stage  is  conditional  upon  the  presence  of  the  machinery 
for  preserving  order,  protecting  life  and  property,  and  adminis- 
tering justice.  All  that  can  be  said  of  these  benefits  is  that 
their  importance  for  every  one  is  inestimable,  and  that  the  only 
test  of  what  should  be  given  in  return  for  them  is  the  ability  of 
the  giver.  The  true  relation  between  the  government  and  the 
tax-payer  is  thus  like  that  between  the  member  and  his  church. 

Each  should  contribute  according  to  his  means  and  recognise 
that  the  return  in  the  services  rendered  by  the  government 
much  more  than  compensates,  for  any  contribution,  no  matter 
how  large. 

To  give  greater  precision  to  the  principle  of  ability  or  faculty  d ke  Kqnal 
it  has  been  suggested  that  the  test  to  be  applied  is  that  of  Theory 
“ equal  sacrifice.’’  that  is.  that  the  contributions  to  the  state 
should  impose  equal  sacrifices  upon  all  of  those  who  contribute. 

This  test  would  be  quite  valid  if  it  could  be  accurately  applied, 
but  in  practice  in  the  apportionment  of  taxes  it  is  possible  to 
attain  onlv  approximate  justice,  and  for  this  purpose  the  ability 
or  faculty  test  is  sufficiently  exact. 
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§ 302.  The  principal  taxes  imposed  in  the  United  States 
may  be  classified  as  follows : Taxes  on  income,  inclnding'  in- 

heritance taxes ; taxes  on  property ; and  taxes  on  business,  111- 
chidinir  excise  taxes  and  customs  duties.*  The  federal  govern- 
ment derives  more  than  nine-tenths  of  its  net  revenue  from  in 
ternal  revenue  or  excise  taxes,  and  tariff  or  customs  duties, 
'rhesc  are  described  as  taxes  on  business  because  the>  app  y o 
commodities  usually  before  they  have  come  into  the  possesion 
of  consumers  and  consequently  affect  business  relations.  Ihe 
revenues  of  the  states  come  for  the  most  part  from  t le  genera 
property  tax  and  from  corporation,  license,  and  inheritance 
taxes.  The  last  are  characterised  as  taxes  on  income  because 
from  one  point  of  view  inheritances  are  income  an  may  e 
so  described  for  purposes  of  taxation.  Finally,  the  local 
governing  bodies  depend  for  their  revenues  mainly  upon  tlic 
general  property  tax.  which  may  be  supplemented  by  local 

license  taxes. 

Among  the  influences  which  have  given  its  present  form 
to  the  system  of  taxation  in  operation  in  the  United  States  aie 
. certain  provisions  inserteil  in  the  federal  constitution  when 
the  country  was  still  in  its  infancy  and  altered  only  by  judicial 
interpretation  since.  Of  these  the  most  important  are; 

(1)  The  reiiuirement  that  “all  duties,  imposts,  and  excises 

shall  be  uniform  throughout  the  Ihiited  States. 

(2)  The  provision  that  “no  capitation  or  other  direct  tax 
shall  be  laid  jby  Congress  [ unless  in  ]iroi)ortion  to  the  census 

(3)  The  provision  that  “no  tax  or  duty  shall  be  laid  |by 

Congress]  on  articles  exported  from  any  state. 

(4)  The  provision  that  “ no  state  shall,  without  the  consent 

of  the  Congress,  lav  anv  imjiost  or  duties  on  imports  or  ex- 
ports. except  what  may  be  absolutely  necessary  for  executing 

its  inspection  laws. 

The  principal  effects  of  these  provisions  have  been  to  make 
the  courts  verv  strict  in  their  insistence  on  the  rule  that  taxes 
must  be  “uniform”;  to  give  to  the  federal  government  ex- 
clusive use  of  import  duties  as  a source  of  revenue;  to  pre- 
vent any  hampering  of  the  country’s  export  business  through 
* Adams,  The  Science  of  Finance,  pp.  335 
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taxation  ; and  to  nullify  the  income  tax  imposed  in  1894  and  of 
which  more  will  be  said  hereafter.  Although  in  the  last  in- 
stance the  government  was  seriously  embarrassed  by  the  con- 
stitutional restriction,  writers  on  finance  generally  approve 
these  provisions  as  having  behind  them  sound  reasons  of  ])uhlic 
policy.  Certainlv  the  freedom  of  exports  and  immunity  from 
state  interference  with  imports  guaranteed  by  the  constitution 
have  been  of  the  greatest  value  to  the  country  s foreign  trade. 

§ 303.  To  form  an  opinion  whether  the  various  taxes  enu- 
merated above  obey  the  princijile  ‘ taxation  according  to 
ability,  ” it  is  necessary  to  consider  in  connection  with  each  the 
question ; by  whom  is  the  tax  ]>aid  and  how  does  it  affect  the 
general  distribution  of  income  in  the  community,  upon  which 
ability  to  pav  depends.  The  first  of  these  questions  is  that  of 
“shifting  and  incidence"  and  the  second  merely  a special 
phase  of  the  general  problem  of  distribution. 

It  is  a fact  familiar  to  every  one  that  taxes  are  often 
shifted  by  those  who  pay  them  to  others  so  that  ultimate  pay- 
ment mav  be  made  by  persons  ignorant  of  the  taxes  very 
existence.’  This  shifting  is  often  very  complicated  and  our 
treatment  of  it  must  be  illustrative  rather  than  exhaustive. 

Customs  duties  and  excise  taxes  are  imposed  on  commodities 
usuallv  in  the  hands  of  dealers.  After  they  have  been  in  force 
for  a reasonable  time  it  is  obvious  that  they  will  be  looked  upon 
as  additions  to  the  expenses  of  producing  and  selling  the  com- 
modities affected.  Like  other  items  in  the  expense  of  produc- 
tion they  will  have  to  be  covered  in  the  long  run  in  the  prices 
for  which  the  goods  are  sold,  or  in  other  words  they  will  nor- 
mally be  shifted  from  the  seller  to  the  buyer  and  ultimately  to 
the  consumer.  This  does  not  necessarily  mean  that  the  pria 
after  the  tax  is  imposed  will  be  higher  than  the  earlier  pric 
by  the  exact  amount  of  the  tax.  As  the  price  rises  purchases 
will  decrease  and  in  the  readjustment  of  the  supply  which  be- 
comes necessary  other  items  in  the  exiiense  of  production  may 
be  altered.  Or  the  commodity  may  be  the  product  of  a 
monopoly,  which  can  well  afford  to  bear  a part  of  the  tax  itself 
and  which  is  already  charging  the  public  as  high  a price  as  is 
prudent.  Thus  as  the  result  of  the  tax  the  price  may  remain 
unchanged  or  be  advanced  only  enough  to  cover  a part  of  the 
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tax.  to  exactly  cover  the  tax,  or  by  an  amount  even  grcalrr 
than  the  tax.  Confronted  by  these  different  possibilities,  the 
economist  finds  it  difficult  to  lay  down  an_\  rule  as  to  the  justice 
of  customs  and  excise  taxes.  Where  they  arc  shifted  in  part 
to  consumers  they  involve  acce])tance  of  expenditure  for  the 
commodities  concerned  as  the  test  of  ability  to  pav  taxes.  It 
needs  no  extended  argument  to  prove  that  this  is  a very  unfair  ^ 

test.  The  expenditures  of  the  poor  for  sugar,  woollen  goods, 
tobacco,  malt  and  spirituous  liquors,  and  many  of  the  other  ^ 

things  that  are  taxed  in  the  United  States  are  very  much 
larger  in  proportion  to  their  incomes  than  the  expenditures  of 
the  rich.  In  so  far  as  taxes  of  this  sort  arc  shifted  to  con- 
sinners,  they  impose  a disproportionate  burden  upon  the  poorer 
classes. 

§ 304-  The  general  property  tax  is  an  institution  peculiar  to 
the  United  States  to  be  explained  by  reference  to  the  condi- 
tions found  in  a primitive  agricultural  communitv.  When  the 
American  states  began  imposing  taxes  they  accepted  two  prin- 
ciples for  their  guidance,  first,  that  every  head  of  the  family 
should  contribute  something  towards  the  support  of  the  govern- 
ment and,  second,  that  the  amount  of  a man's  ])ropertv  was  the 
fairest  index  of  his  ability  to  pay  taxes.  In  harmonv  with 
these  views  they  imposed  poll  and  general  property  taxes. 

Because  of  their  inconvenience  and  of  tin?  small  leturns  to  be 
derived  from  them  poll  taxes  have  now  been  given  up  bv  most 
of  the  states,  but  the  general  property  tax  is  almost  universally 
retained. 

The  question  of  the  incidence  of  the  general  propertv  tax  is 
complicated  by  the  fact  that  in  practice  a large  amount  of 
property  escapes  assessment.  The  law  usually  distinguishes 
between  real  estate  and  personal  property.  The  former,  which 
includes  with  the  land  all  buildings  that  may  have  been  erected 
upon  it,  is  easily  assessed  and  since  it  cannot  be  removed 
serves  itself  as  security  that  the  tax  will  be  paid.  Personal  ' 

property  on  the  other  hand,  which  includes  not  onlv  such 
things  as  furniture,  vehicles,  wearing  apj)arel,  tools,  imple- 
ments, etc.,  but  also  such  things  as  money,  notes,  mortgages, 
stocks,  bonds,  etc.,  cannot  by  any  means  that  have  yet  been 
devised,  be  acourately  assessed  and  consequently  escapes  in 
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large  measure  its  share  of  taxation.  It  would  take  too  long 
to  describe  the  different  ways  in  which  the  owner  of  personal 
property,  such  as  shares  of  stock  or  bonds  in  a foreign  cor- 
poration, may  evade  the  tax  assessor.  Deliberate  concealment 
of  the  securities  subject  to  the  tax  is  usually  easy.  To  make 
this  more  certain  the  securities  may  be  issued  in  the  name  of 
some  other  person,  h'ictitious  debts  may  be  created  and  de- 
clared to  offset  fully  the  securities  owned.  In  these  and 
many  other  ways  all  who  wish  to  esca])e  taxation  on  their 
personal  property  may  do  so  with  little  risk  of  detection. 

§ 305.  The  results  that  follow  from  this  easy  evasion  of 
the  personal  j)roperty  tax  have  become  notorious.  In  those 
very  states  where  it  is  well  known  that  personal  property  is 
increasing  most  rapidly  the  amount  that  is  taxed  actually 
diminishes.  Thus  in  California  between  1872  and  1887  while 
the  assessed  value  of  real  estate  increased  from  417  to  79 1 
million  dollars,  the  assessed  value  of  personal  projjertv  de- 
creased from  220  to  164  millions.  By  1893,  although  the 
value  of  real  estate  had  contiuued  to  increase  until  it  was 
over  1,000  million  dollars,  the  value  of  personaltv  had  in- 
creased to  only  173  millions.  In  New  York  the  assessed  value 
of  real  estate  has  increased  steadily  and  continuouslv  since 
tt  first  passed  the  $1,000,000,000  mark  in  1853.  In  that  year 
the  assessed  value  of  personal  property  was  $250,000,000.  so 
that  it  bore  one-fifth  of  the  tax.  By  1875  the  value  of  real 
estate  exceeded  $2,000,000,000  but  the  value  of  personalty 
had  increased  to  only  $358,000,000.  so  that  it  l)ore  about  one- 
seventh  of  the  tax  burden  in  that  year.  The  $3,000,000,000 
mark  for  the  value  of  real  estate  was  passed  in  1886.  but  in 
that  year  the  value  of  personalty  was  only  $336,000,000  or 
actually  less  than  it  had  been  eleven  years  before.  It  thus 
bore  onlv  a little  more  than  one-tenth  of  the  tax.  The  tend- 
ency  for  the  assessed  value  of  real  estate  to  advance  and  for 
that  of  personalty  to  lag  behind  has  continued  since  until  at 
present  in  the  richest  state  in  the  Union,  whose  wealth  consists 
very  largely  of  corporate  securities,  personal  property  repre- 
sents less  than  ten  per  cent  and  real  estate  more  than  ninety 
per  cent  of  the  property  assessed  for  the  general  pro])erty  tax. 
So  conspicuously  does  the  itersonal  property  tax  fail  to  reach 
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the  jiroporty  of  those  who  are  unwilling  to  pay  that  it  has 
been  justly  described  as  “ debauching  to  the  conscience  and 
subversive  of  the  public  morals — a school  for  perjury,  i)ro- 
inoted  by  law.”  It  falls  only  on  those  who  are  too  scrupulous 
to  evade  it.  and.  as  its  unfairness  becomes  more  widelv  rccoe- 
nised,  the  number  who  are  willing  to  carry  burdens  which 
their  neighbours  callously  throw  off  becomes  smaller  and 
smaller. 

§ 306.  In  those  communities,  if  aiy\  such  remain,  in 
which  personal,  as  well  as  real,  property  is  assessed  at  its  full 
value,  the  general  property  tax  falls  upon  all  in  proportion  to 
their  means  and  thus  satisfies  fairly  well  the  canon  that  taxa- 
tion should  be  in  proportion  to  ability.  It  does  not  do  so  com- 
pletely because  obviously  it  fails  to  reach  the  income  derived 
from  personal  exertion.  Salaries,  profits,  professional  earn- 
ings all  escape  and  in  some  cases  those  who  receive  their  in- 
comes in  these  forms  have  no  property  to  speak  of  and  con- 
sequently contribute  nothing  to  the  government.  Thus  the 
general  property  tax  even  when  perfectly  administered  would 
need  to  be  supplemented  with  a tax  upon  incomes  from  per- 
sonal exertion  to  satisfy  completely  the  requirements  of  jus- 
tice. 

But,  as  has  just  been  shown,  in  practice,  especially  in  the 
more  highly  developed  sections  of  the  country,  personal 
Droperty  very  largely  escapes  the  tax.  The  general  property 
:ax  becomes  in  consequence  a tax  on  real  estate,  upon  certain 
x'inds  of  personal  property,  and  upon  the  conscientious  owners 
)f  all  kinds  of  personal  property.  To  determine  who  pays 
his  tax  we  must  go  even  a .step  farther  and  describe  it  as  a tax 
)n  land,  on  buildings,  on  certain  sorts  of  personal  property, 
md  on  certain  sorts  of  personal  property  owners. 

The  real  estate  tax  must  be  subdivided  into  the  land  tax  and 
he  buildings  tax  because  the  economic  effects  of  these  two 
axes,  even  though  assessed  at  the  same  rate  and  as  one  tax, 
ire  very  different.  The  part  of  the  tax  that  falls  on  land  is 
)aid  by  the  landowner  whether  he  occupies  the  land  himself 
>r  leases  it  to  another.  To  understand  why  this  must  be  the 
ase  it  is  only  necessary  to  recall  how  the  rent  and  value  of 
)ieces  of  land  are  determined. =>-'  The  land  supply  of  the 

* Cf.  Chapter  XII 
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country,  determined  broadly  speaking  by  natural  conditions, 
is  divided  up  into  different  grades  and  each  piece  of  land 
commands  a rent  depending  upon  the  demand  for  land  of  that 
grade  and  the  supply  of  such  land  and  other  land  that  might 
if  it  were  economically  desirable  be  devoted  to  the  same  econo- 
mic use.  Once  determined  by  the  competition  and  bargain- 
ing of  landowners  and  land-users  this  rent  will  be  changed 
only  if  some  cause  changes  either  the  demand  for,  or  the 
supply  of  such  land.  ^Moreover  the  value  of  the  land  is  this 
rent  capitalised  at  the  current  rate  of  interest.  There  is  no 
means  by  which  the  landowner  can  shift  a tax  on  land  pro- 
portioned to  its  rent  or  selling  value  to  the  lessor  or  user,  be- 
cause the  latter  is  already  presumably  paying  the  full  econo- 
mic rent  for  it.  If  asked  to  pay  more  he  or  some  one  in  the 
group  using  the  same  grade  of  land  will  use  instead  land  of 
somewhat  inferior  grade.  The  users  of  this  land  in  turn  if 
asked  to  bear  a part  of  the  tax  will  move  to  the  land  of  still 
lower  grade.  Thus  the  attempt  to  shift  the  tax,  there  having 
been  no  increase  in  the  demand  for  land — and  there  is  noth- 
ing in  the  imposition  of  a tax  to  cause  such  an  increase — , is 
o])])osed  by  a moving  away  of  lessors  who  are  already  paying 
all  they  are  willing  to  pay.  This  resistance  will  continue  until 
some  have  withdrawn  entirely  from  the  area  over  which  the 
tax  extends,  with  the  result  that  land  which  was  formerly  oc- 
cupied will  be  untenanted.  The  only  way  in  which  the  land- 
owners  can  recall  the  old  tenants  or  attract  new  ones  is  by 
offering  the  land  at  the  old  rental,  that  is,  abandoning  the  at- 
tempt to  shift  the  tax  to  other  shoulders. 

This  result  is  often  concealed  in  consequence  of  the  fact 
that  the  community  in  which  the  tax  is  imposed  is  growing 
and  rents  are  advancing  because  the  demand  for  land  is  in- 
creasing. If  the  land  tax  is  small,  the  rise  in  rent — which 
would  have  occurred  in  any  case — may  reimburse  landlord: 
for  the  tax  and  give  them  the  impression  that  they  are  shift- 
ing it  to  their  tenants.  What  they  are  really  doing,  however, 
is  paying  it  themselves  by  foregoing  the  absolute  increase  in 
the  income  they  derive  from  their  land,  which  would  have 
been  theirs  had  no  land  tax  been  imposed.  The  conclusion  to 
which  we  are  brought,  therefore,  is  that  a land  tax  must  be 
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paid  by  landowners  because  it  tends  neither  to  increase  the 
demand  for  land  nor  to  reduce  the  supply,  and  it  is  only  by 
increasing-  the  demand  or  reducing  the  supply  that  the  tenants 
generally  can  be  forced  to  pay  higher  rents. 

Capitali-  § 307.  The  land  tax  has  another  peculiarity.  Since  the 

Land  Taxes  "V-^hie  of  a piece  of  land  is  its  rent  capitalised  at  the  current 

r ite  of  interest,  the  imposition  of  a tax  that  is  to  be  collected 
year  after  year  reduces  the  value  of  the  land  by  an  amount 
e ptal  to  the  tax  capitalised  at  the  current  rate  of  interest. 
C enerally  speaking,  land  is  looked  upon  as  an  investment  and 
V ill  command  that  price  that  makes  its  return  equal  to  that 

to  be  obtained  from  other  investments  as  indicated  by  the  cur- 

r ?nt  rate  of  interest.  If  the  government  imposes  an  annual 
tax  and  thereby  takes  from  the  landowner  a part  of  bis  return 
il  reduces  the  value  of  the  land  as  an  investment  correspond- 
ingly. As  an  investment  the  land  is  now  worth  the  gross  rent 
h ss  the  annual  tax  capitalised  at  the  current  rate  of  interest. 

, A numerical  illustration  mav  serve  to  make  this  clearer. 

Example  . . 

S uppose  that  a piece  of  land  affords  a gross  rent  of  $6,000  a 
ysar,  that  the  government  imposes  a tax  that  takes  $1,000  each 
year,  and  that  the  current  rate  of  interest  is  five  per  cent. 
I nder  these  conditions  the  value  of  the  land  for  investment 
p irposes  will  be  $100,000  or  the  sum  which,  if  invested  at  the 
c irrent  rate  of  interest,  would  bring  in  $>000.  the  net  return 
f-  om  the  land.  If  the  tax  is  proportioned  to  the  value  of  the 
h nd  it  will  be  at  the  rate  of  one  per  cent.  Suppose  novc  the 
government  increases  the  land  tax  so  as  to  take  $i,20o  from 
tl  e landowner  while  the  rate  of  interest  remains  at  five  loer 
Cent.  Ihider  these  new  conditirns  the  net  return  from  the 
bnd  is  onlv  $1,800  and  its  value  only  $96,000.  The  tax  rate 
is  now  one  and  one-quarter  per  cent.  The  increase  in  the  tax 
rote  bv  (one  quarter  of  one  per  cent  not  only  lowers  the  an- 
nual return  to  the  owner  bo'  th.e  amount  taken  by  the  tax 
( hat  is,  $200)  but  what  is  more  serious  il  lowers  the  value 
o;  his  property  bv  .$4,000.  He  must  not  only  pay  tbe  tax  so 
!cng  as  he  continues  to  own  the  land  but  wben  he  sells  it  he 
mist  submit  to  a reduction  in  the  price  which  causes  him  to 
p:.y  the  tax  for  all  time.  The  purchaser,  on  the  other  hand, 
wao  acquires  the  land  with  full  knowledge  that  the  tax  must 
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be  paid  each  year  suffers  no  deduction  from  his  income  in 
consequence  of  the  tax.  Because  of  the  tax  he  obtains  the 
land  for  $96,000  or  the  sum  which  would  yield  the  $4,800  he 
is  to  receive  from  it  each  year  if  invested  at  the  current  rate 
of  interest.  If  the  tax  had  remained  at  the  old  rate  he  would 
have  had  to  pay  $100,000  for  it.  Had  there  been  no  tax  at  all 
it  would  have  been  worth  $120,000  as  the  return  would  then 
have  been  the  full  rent,  or  $6,000.  Thus  a land  tax  is  paid  by 
the  landowner  upon  whose  land  it  is  imposed  not  only  while 
he  continues  to  be  owner  but  for  all  time.  It  amounts  to  a 
compulsory  reduction  in  tbe  value  of  bis  ]-)ro])erty. 

§ 308.  With  these  peculiarities  in  mind  what  are  we  to  say  An  old 
of  a tax  on  land  from  the  point  of  view  of  tlie  principle  that  Burdenless 
taxation  should  be  in  jiroportion  to  ability?  The  first  con- 
clusion to  be  drawn  is  that  no  tax  is  less  open  to  objection  than 
an  old  land  tax.  The  proceeds  of  such  a tax  are  drawn  from 
the  rent  earned  by  the  land.  After  the  tax  has  been  in  force 
for  a number  of  years  and  the  land  has  changed  hands  at 
least  once  at  the  new  valuation  caused  by  the  tax,  it  ceases  to 
impose  anv  burden  whatever  upon  jiresent  landowners.  The 
part  of  the  rent  which  it  diverts  to  tlie  use  of  the  government 
is  a part  which  thev  never  expected  to  control  themselves. 

The  remainder  affords  them  as  large  a return  as  they  could 
have  obtained  from  any  other  line  of  investment,  and  they 
are  entirely  satisfied  with  the  arrangement.  It  is  for  these 
reas(')iis  that  real  estate  owners  ]>ay  their  taxes  witli  so  little 
grumbling.  N^cithing  would  surprise  them  more  than  to  have 
their  tax  rate  lowered — the  l-asis  (^f  assessment  remaining  the 
same — and  no  pnlicv  would  be  so  unfair  to  other  tax-])ayers, 
since  it  would  amount  to  adding  gratuitously  to  the  value 
of  land  for  investment  jrurposes. 

A new  or  a higher  land  tax  is  a verv  different  matter.  HA  New 
1 , • . ‘ • , ' • . Land  'I  ax 

the  population  is  growing  and  rents  are  going  up  the  tax  may  May  Involve 

be  raised  graduallv  without  undulv  burdening  landowners.  ConUscation 

. , . , ■ of  Property 

Under  sucb  circumstances  tbe  higher  tax  merely  aetpures  tor 

the  government  the  increase  in  the  rent  leaving  the  land- 
owner's return  on  In’s  investment  undisturbed.  If  the  increase 
in  rent  has  not  been  anticipated  by  the  landowner  in  the  price 
he  paid  for  the  land  and  has  followed  general  changes  in 
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which  he  has  had  little  or  no  part  its  appropriation  seems  en- 
tirely fair.  But  exactly  adjusting  a rising  tax  rate  to  rising 
land  rents  is  a matter  of  much  delicac}'.  What  is  very  likely 
to  happen  if  the  land  tax  is  raised  is  that  it  will  cut  into  the 
income  formerly  enjoyed  by  the  landlord  and  cause  his  land 
to  depreciate  in  value.  Such  a polic}'  clearly  discriminates 
against  landowners  in  comparison  with  owners  of  other  sorts 
of  property.  Unless  it  is  combined  with  other  taxes  in  such 
a way  that  landowners  are  not  singled  out  for  exceptional 
taxation,  it  violates  the  principle  that  taxation  should  be  in 
proportion  to  ability. 

Tax  on  § 309.  The  efifect  of  a tax  on  buildings  is  dififerent  from 

Pa-'d^by^  that  of  a tax  on  land  simply  because  the  supply  of  buildings 

Occupiers  may  and  in  course  of  time  will  be  controlled  by  man  with  a 

view  to  shifting  the  tax.  \\  hen  a real  estate  tax  is  first  im- 
posed owners  of  buildings  will  have  to  bear  tbeir  proportion 
of  it  as  do  owners  of  land.  It  will  not  cause  any  increase  in 
the  demand  for  buildings,  nor  immediately  any  decrease  in 
their  supply.  But,  unlike  land,  buildings  wear  out,  are  de- 
stroyed by  fire,  or  for  some  other  reason  have  to  be  replaced. 
In  a progressive  community  there  is  added  to  the  need  of  re- 
placing old  buildings  a demand  for  new  buildings  to  accommo- 
date the  growing  population.  If  owners  of  buildings  have  to 
pay  the  tax  on  them — even  when  the}'  own  them  as  invest- 
ments— the  erection  of  new  buildings  will  be  unprofitable  un- 
til the  lessened  supply  coupled  with  the  constant  or  increasing 
demand  causes  building  rents  to  rise  so  as  to  fully  cover  the 
tax.  When  this  has  occurred  the  erection  of  buildings  will 
again  be  entered  upon,  the  tax  having  been  shifted  from  the 
building  owner  to  the  occupier.  Thus  the  part  of  the  real 
estate  tax  which  falls  upon  buildings  tends  to  discourage 
building  operations  until  building  rents  have  risen  to  reim- 
burse the  owner  for  the  full  amount  of  the  tax.  Such  taxes 
are  paid,  as  soon  as  the  community  is  fully  adjusted  to  them, 
by  occupiers  or  lessors  rather  than  by  owners.  The  question 
whether  this  part  of  the  real  estate  tax  satisfies  our  canon  of 
fairness,  thus  reduces  to  the  question  whether  the  sort  of  a 
house  or  place  of  business  a person  occupies  is  a fair  index 
to  his  ability  to  contribute  to  the  support  of  the  government. 
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Generally  speaking  the  acceptance  of  this  basis  imposes  dis- 
proportionally  heavy  burdens  on  the  poorer  classes  in  the 
same  way,  but  not  to  the  same  extent,  as  do  other  taxes  fall- 
ing upon  consumers. 

§ 310.  Similar  in  effect  to  the  tax  on  buildings  is  the  tax 
on  any  special  form  of  personal  piojierty  that  cannot  be  evaded 
like  the  tax  on  mortgages  in  some  of  the  states.  At  first  such 
a tax  makes  investments  in  mortgages  unprofitable  as  com- 
pared with  nntaxed  investments.  Tbe  balance  is  only  restored 
when  the  interest  on  mortgages  is  raised  by  the  full  amount 
of  the  tax  and  the  burden  is  shifted  to  borrowers.  It  needs 
no  extended  argument  to  prove  that  a tax  upon  borrowers  ii. 
proportion  to  the  extent  of  their  indebtedness  has  little  re- 
lation to  the  principle  that  taxation  should  be  in  proportion 
to  abilitv. 

Even  more  obvious  is  the  injustice  of  what  remains  of  the 
general  property  tax,  that  is.  the  tax  on  highly  scrupulous 
personal  property  owners,  who  obey  the  law  literally,  while 
their  friends  and  neighbours  take  advantage  of  the  many  easy 
means  of  evasion.  This  portion  of  the  tax  violates  every 
principle  of  fairness  and  reasonableness  and  brings  the  whole 
general  property  tax  of  which  it  is  a part  into  merited  dis- 
repute. 

To  sum  up  our  conclusions  in  reference  to  the  general 
property  tax ; That  part  which  falls  upon  land,  if  the  tax  has 
been  long  in  operation  is  paid  out  of  rent  and  is  virtually 
burdenless  to  present  landowners ; if  tbe  tax  is  new,  on 
the  other  hand,  unless  it  is  exactly  adjusted  to  gradually 
rising  rents,  this  part  imposes  a special  burden  on  landowners 
which  is  onlv  fair  if  other  individuals  are  similarly  burdened 
at  the  same  time.  That  part  which  falls  upon  buildings  or 
any  other  special  form  of  investment  while  other  forms  of 
investment  are  permitted  to  escape  falls  upon  the  occupier  or 
borrower  as  distinguished  from  the  owner  or  lender.  Finally 
that  part  which  penalises  honesty,  unlike  the  rain,  falls  upon 
the  just,  but  not  upon  the  unjust. 

§ 31 1.  Corporation  taxes,  the  next  important  source  of 
state  revenue,  are  of  various  kinds.  We  may  distinguish  in- 
corporation or  license  taxes,  francliise  taxes,  taxes  on  the 
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capital  stock  and  bonded  debt,  gross  recidpts  taxes,  net  income 
taxes,  and  special  franchise  taxes. 

The  incorporation  or  license  tax  is  the  tax  paid  for  the 
privilege  of  incorporation.  In  most  of  the  states,  it  is  merely 
a fee;  but  in  a few  like  Xew  Jersey  whose  corporation  laws 
are  so  drawn  as  to  attract  organisers  of  corporations  from 
other  states,  it  is  an  important  source  of  revenue.  It  is  borne 
by  the  corporation  which  pays  it  and  is  universally  approved 
as  fair  and  reasonable. 

The  franchise  tax  is  a tax  (ui  a corporation  as  a going  con- 
cern. As  distinguished  from  the  incorporation  tax  it  is  a 
payment  for  the  right  to  do  rather  than  merel}  to  be.  In 
order  to  assess  the  franchise  it  is  necessary  to  adopt  some 
criterion  of  its  value  and  consequently  this  tax  merges  into 
the  more  specific  methods  of  taxing  corjiorations  next  to  be 
described.  The  legal  conception  of  a franchise  tax  has  been  of 
the  greatest  importance  in  the  Ihiited  States  because  under  it 
the  courts  have  sustained  a number  of  different  ways  of  tax- 
ing corporations  which  would  hardly  have  been  approved  if 
looked  upon  merely  as  ways  of  taxing  ])roperty  or  income. 

Inability  to  reach  the  stocks  and  bonds  of  cori)orations  in 
the  hands  of  their  owners  through  the  general  property  tax 
has  caused  the  states  in  which  corporate'  enterprises  are  most 
highly  developed  to  seek  for  other  methods  of  attaining  the 
same  end.  The  plan  most  commonly  adoj^ted  is  to  tax  the  cor- 
porations themselves,  while  exempting  their  securities  in  the 
hands  of  owners.  The  first  step  in  this  direction  is  usually 
the  capital  stock  tax.  It  is  a tax  on  the  actual  value  of  the 
capital  of  a corporation,  determined  by  a board  of  state 
assessors,  deduction  being  allowed  usually  for  real  estate, 
which  is  assessed  and  taxed  locally,  and  sometimes  for  bonded 
and  other  indebtedness,  which  in  such  cases  usually  escapes 
taxation  altogether.  In  its  most  highl\  developed  and  most 
defensible  form,  it  is  a tax  on  the  caiiital  stock,  whose  value 
is  determined  by  the  prices  at  which  its  shares  are  selling,  and 
the  bonded  indebtedness.  The  aggregate  value  of  the  stock 
and  bonds  of  a corporation  represent  its  worth  as  a going 
concern  from  the  {)oint  of  view  of  the  business  community 
and  constitute  therefore  the  fairest  basis  for  measuring'  its 
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ability  to  contribute  to  the  government,  so  long  as  property  is 
accepted  as  the  test  of  such  ability.  On  this  point  there  has 
been  a good  deal  of  confusion  in  the  decisions  of  the  courts. 

Misled  by  the  analogy  of  private  indebtedness  judges  have 
sometimes  held  that  the  bonds  as  indications  of  debt  should  be 
subtracted  from  the  value  of  the  stock  to  determine  the  value 
of  the  corporation,  just  as  the  debts  of  an  individual  are 
])roperly  deducted  from  his  assets  to  determine  what  he  is 
worth.  But  the  bondholders  of  a corporation  are  really  part 
owners  in  the  corporation.  In  fact  it  not  infrequently  hap- 
})ens  that  their  bonds  represent  the  whole  value  of  the  cor- 
poration, the  stock  having  merely  a nominal  value.  The  stock- 
holders’ interest  in  turn  is  an  interest  in  what  is  left  after  the 
claim  of  the  bondholders  has  been  satisfied.  Thus  the  cri- 
terion of  the  taxable  ability  of  a corporation  is  not  stock  less 
lx)nds,  but  stock  and  bonrls. 

A tax  on  tbe  capital  st<^ck  and  bonded  indebtedness  of  cor-  Advantages 
porations,  exemption  of  these  forms  of  personal  property  in  ^onrL  a.id 
the  hands  of  owners  being,  of  course,  allowed,  goes  far  to-  Stock 
wards  correcting  one  of  the  most  glaring  abuses  of  tbe  general 
property  tax.  Sucb  a tax.  if  applying  to  all  corporations, 
serves  no  doubt  to  lessen  the  attractiveness  of  the  corporate 
form  of  organisation  to  investors  and  to  lead  them  to  prefer 
at  times  the  partnership  or  individual  entrepreneur  forms  un- 
<ler  which  evasion  of  the  property  tax  is  comparatively  easy. 

This,  however,  is  a small  matter  in  comparison  with  the  ad- 
vantages of  such  taxation.  It  falls  equally  upon  all  of  those 
who  avail  themselves  of  the  privilege  of  incorporation  and  it 
prevents  that  privilege  from  being  too  lightly  embraced.  It 
brings  in  large  revenues  to  the  state  treasuries  and  enables 
them  to  dispense  with  other  and  less  defensible  taxes.  Finally 
it  is  a step  away  from  the  outgrown  general  property  tax  in 
the  direction  of  dependence  upon  special  privilege  taxe^  that 
can  be  easily  and  fairly  assessed  and  collected. 

§ 312.  Gross  receipts  taxes  are  another  form  of  corporate 
taxation  that  has  come  into  being  in  consequence  of  the  Taxes 
feeling  that  these  organisations  escape  their  fair  share  of  the 
tax  burden.  They  have  been  applied  in  different  states  to 
insurance  companies,  express  and  railway  companies,  and 
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street  railway  companies.  Tlie  princi])al  justification  for 
them  is  the  comparative  ease  with  which  they  may  be  assessed 
and  collected  and  the  larg:e  revenues  which  they  may  be  made 
to  yield.  From  the  point  of  view  of  fairness  in  apportioning- 
tax  burdens  not  much  is  to  be  urged  in  their  favour.  The  test 
of  ability  to  pay  taxes  is  not  gross  receipts  but  net  income.  Of 
the  former  one  company  may  be  required  to  spend  nine-tenths 
upon  expenses  of  operation  while  another  company  spends 
only  three-fourths.  It  is  what  is  left  in  both  cases  that  meas- 
ures tax  paying  ability,  not  the  gross  returns.  This  objection 
has  less  force  when  applied  to  businesses  like  that  of  insurance 
in  which  the  relation  between  gross  receipts  and  net  income  is 
fairly  constant.  When  limited  to  businesses  of  this  sort  and 
made  to  apply  at  a rate  determined  by  the  ascertained  relation 
between  gross  receipts  and  net  income  in  typical  instances, 
the  administrative  advantages  of  the  tax  probably  justify  its 
existence. 

Net  Income  § 313.  The  reasons  for  the  adoption  of  the  gross  receipts 
tax  become  evident  from  a study  of  the  history  of  the  next 
form  of  corporate  tax,  that  on  net  income.  This  tax  has  also 
been  applied  to  insurance  and  transportation  companies  by 
different  states.  It  assumes  a variety  of  forms  sometimes  ap- 
plying to  the  whole  net  income,  sometimes  only  to  that  part 
distributed  as  dividends  above  a certain  rate  per  cent.  A tax 
on  the  net  income  or  earnings  of  corporations  would  seem  at 
first  thought  an  ideal  method  of  compelling  them  to  contrib- 
ute to  the  government  in  proportion  to  their  ability.  It  is  out 
of  the  net  income  that  interest  and  dividends  are  paid  to  invest- 
ors and  it  is  these  that  measure  tax  paying  facultv.  The  rliffi- 
cultv  is  that  in  practice  it  is  found  impossible  to  prevent  cor- 
porations from  concealing  their  true  net  earnings  when  the 
tax  system  offers  them  a strong  inducement  to  do  so.  They 
may  do  this  by  charging  off  each  year  outlays  for  enlargement 
and  betterment  of  plant,  which  really  represent  new  invest- 
ments. by  paying  higher  salaries,  etc.,  than  market  conditions 
require,  or  by  deliberate  fraud  in  making  their  reports  to  tax 
assessors.  Unless  coupled  with  a more  I'igid  supervision  of 
methods  of  accounting  than  has  yet  been  adopted  in  the  United 
States  the  net  income  tax.  though  so  fair  on  its  face,  is  reallv 
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a highly  unsatisfactory  source  of  revenue.  It  is  distinctly  in- 
ferior as  a means  of  gauging  tax  paying  ability  to  the  com- 
bined capital-stock  and  bonded-debt  test. 

§ 314.  The  special  franchise  tax  is  a tax  upon  those  cor-  The  Special 
porations  which  enjoy  peculiar  privileges  in  connection  with  q'ax^of 
the  use  of  the  streets  or  other  public  property.  As  developed  York  State 
in  New  York  State  it  subjects  such 'special  franchises  to  taxa- 
tion as  real  estate  and  is  thus  a part,  though  a peculiar  part,  of 
the  general  proj)erty  tax.  The  history  of  this  tax  is  interest- 
ing. As  is  well  known  few  corporations  have  proved  so  suc- 
cessful as  those  described  as  public  service  corporations,  that 
is,  gas,  electric  lighting,  street  railway,  telephone,  and  analo- 
gous companies.  Under  the  old  law  these  corporations  were 
subject  to  the  general  property  tax  like  individuals,  that  is, 
to  a tax  on  their  real  estate  and  tangible  personalty.  When 
the  attempt  was  made,  however,  to  tax  them  also  on  their 
franchise  privileges,  which  had  become  enormously  valuable, 
on  the  ground  that  these  also  were  a form  of  personal  property, 
the  courts  held  that  they  were  not  personal  property  for  pur- 
poses of  taxation.  In  this  dilemma  the  legislature  of  New 
York  State  passed  in  1899  the  so-called  Ford  Special  F'ran- 
chise  Tax  law,  which  declared  special  franchises  real  estate 
and  directed  the  state  board  of  tax  assessors  to  assess  them  as 
such.  After  a long  legal  contest  the  act  was  sustained  not  only 
by  the  courts  of  the  State  of  New  York,  but  by  the  L nited 
States  Supreme  Court.  As  the  propriety  of  taxing  these  special 
privileges  as  thev  become  valuable  along  with  other  property 
is  generally  conceded.  New  York's  plan  is  very  likely  to  be 
followed  bv  other  states.  This  lends  more  than  local  interest 
to  the  question  of  the  effect  of  such  taxes. 

Like  the  tax  nn  land  a tax  on  the  value  of  a special  and  Its  Reseiu. 
exclusive  franchise  must  be  paid  by  the  owner  of  the  fran-  Land^'^ax^ 
chise.  The  imposition  of  the  tax  alters  in  no  respect  the  terms 
on  which  he  renders  his  service  to  the  community  nor  the 
price  which  he  receives  for  that  service,  and  consequently  it 
cannot  be  shifted.  Moreover,  like  the  tax  on  land  the  special 
franchise  tax  is  capitalised  at  the  current  rate  of  interest  and 
deducted  from  the  value  of  the  franchise  as  an  investment. 

Thus  the  whole  burden  resulting  from  making  special  fran- 
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chises  subject  for  the  first  time  to  taxation  at  the  rate  applying 
to  other  property  falls  upon  the  investors  interested  in  special 
franchise  corporations  at  the  time  the  tax  goes  into  force. 
.■\fter  the  value  of  the  securities  of  such  companies  is  read- 
justed to  the  new  conditions  they  pass  to  new  owners  at  prices 
that  make  full  allowance  for  the  tax  and  conseciuently  the  tax 
is  not  felt  hv  such  new  owners  as  a burden.  We  thus  have 
here  another  instance  of  a tax  that  becomes  virtually  burden- 
less as  it  becomes  old. 

In  other  states  than  New  York  special  franchises  may  he 
taxed  as  j^ersonal  property,  if  the  courts  aj)prove,  or  under 
franchise  taxes  applying  expressly  and  exclusively  to  them. 
But  however  they  may  be  designated  the  same  reasoning  ap- 
plies to  them  as  to  taxes  on  laud.  When  first  levied  they  are 
capitalised  and  impose  a serious  himlen  011  the  franchise 
owners.  As  time  goes  on  and  new  owners  acquire  the  fran- 
chises they  become  hurdenless,  so  far  as  investors  are  con- 
cerned. 

§ 315.  License  taxes  have  received  their  highest  develop- 
ment in  the  United  States  in  connection  with  efforts  to  control 
the  liquor  traffic.  Beginning  as  moderate  charges  for  the 
privilege  of  engaging  in  the  liquor  business  they  have  grown 
until  now  under  the  high  license  system  in  force  in  the  larger 
cities  they  require  the  annual  payment  of  $1,000  or  more  for 
the  privilege  of  maintaining  a saloon,  and  of  proportionate 
amounts  for  that  of  engaging  in  other  branches  of  the  lif[uor 
business.  Space  will  not  permit  an  exhaustive  consideration 
of  the  efifect  of  high  license  taxes  hut  a few  of  their  advan- 
tages may  be  emphasised.  They  are  easily  assessed  and  col- 
lected and  they  have  proved  a source  of  large  revenue.  They 
compel  concentration  of  the  business  affected  into  fewer  es- 
tablishments and  this  makes  supervision  easier  and  more  effi- 
cient. The  economies  resulting  from  this  concentration  are 
so  great  that  it  may  he  doubted  whether  they  lessen  greatly 
the  profit  of  those  obtaining  licenses  on  the  one  hand  or  add 
appreciably  to  the  prices  charged  for  the  commodities  sold 
under  the  license  system  on  the  other.  Retail  trade,  whether  in 
liquors,  or  in  drugs,  milk,  ice,  groceries,  provisions,  or  even 
merchandise,  is  strikingly  wasteful  when  exposed  to  the  effects 
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of  an  unregulated  competition.  The  needless  multiplication  of 
stocks  and  selling  places,  the  reckless  entry  into  the  field  of 
men  with  little  capital  and  less  experience  due  to  the  feeling 
that  “ any  one  can  keep  a store  ” and  the  losses  which  result 
owing  to  the  fact  that  only  competent  per.sons  can  make  store- 
keeping pay,  the  costly  dui)lication  of  distributing  machinery, 

— all  these  aspects  of  retail  trade  supply  telling  arguments 
against  a competitive  organisation  of  industry.  The  high 
license  system,  although  not  primarily  intended  for  tliat  pur- 
pose, substitutes  regulated  for  unregulated  competition.  It  is 
believed  to  be  within  the  truth  to  claim  that  more  than  half  of 
the  revenue  that  the  government  derives  from  license  taxes  is 
wealth  that  without  the  moderate  regulation  the  system  im- 
poses would  have  been  wasted  in  a vain  competition.  The  inci- 
dence of  the  remainder  of  the  tax  is  similar  to  that  of  excise  or 
customs  taxes.  In  the  case  of  lifiuor  licenses  a ]>art  of  it  is 
probably  borne  hv  the  holder  of  the  license  and  part  of  it  by 
the  consuming  public  in  the  slightly  higher  ])rices  they  arc  re- 
quired to  pay  for  the  same  quantity  and  quality  of  liquor. 

§ 316.  Inheritance  taxes  are  becoming  a very  common  inheritance 
source  of  revenue  in  the  United  States  as  they  have  long  been 
in  Europe.  The  questiem  who  pays  them  can  he  an- 
swered with  case  and  certainty,  as  they  present  no  possibility 
of  shifting.  Thev  must  lessen  the  inheritance  and  in  this  way 
fall  upon  the  heir.  Their  payment,  unless  they  are  excessive, 
will  not  usually,  however,  be  looked  upon  as  a burden.  Those 
who  inherit  property  usually  need  the  protection  of  the  govern 
ment  against  the  pretensions  of  other  claimants.  Thcit 
thoughts  are  naturally  fixed  on  the  share  of  the  inheritance 
that  is  to  come  to  them,  and  if  the  inheritance  tax  is  an  es- 
tablished institution  they  are  apt  to  accept  it  as  a fair  means 
of  compensating  the  state  for  its  part  in  securing  to  them 
whatever  may  he  left.  Inheritance  taxes  thus  combine  in 
unusual  degree  the  characteristics  of  a good  form  of  taxation : 
they  may  be  easily  and  fairly  assessed  and  collected ; they 
cannot  be  shifted  and  consequently  have  no  tendency  to  in- 
terfere with  business  relations ; they  impose  little  or  no  felt 
burden  upon  those  out  of  whose  inheritances  they  arc  paid. 

The  principal  difficulty  that  arises  in  connection  with  their 
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u;  e is  to  decide  at  what  rate  they  should  be  imposed.  On  this 
p<  int,  as  is  explained  in  the  next  chajpter,  the  practices  of 
different  countries  vary  widely. 


REFERENCES  FOR  COLLATERAL  READING 

T1  le  standard  American  treatise  on  public  tinance  is  * Adams’s  The 
Science  of  Finance.  Equally  authoritative  for  the  financial  system 
jf  the  United  Kingdom  is  Bastable’s  Public  Finance.  In  connection 
vith  these  volumes  should  be  read  the  special  treatises  on  taxation 
Dy  Seligman  entitled:  *The  Shifting  and  Incidence  of  Taxation, 
^Essays  in  Taxation;  and  Progressive  Taxation.  More  elementary 
.reatises  also  written  with  special  reference  to  American  conditions 
ire:  Daniels's  Elements  of  Finance  and  Pleim's  Introduction  to 
Public  Finance. 


CHAPTER  XXVIll 


TAXATION  AND  TAX  REFOR.M  IN  THE  UNITED  STATES 

§ 317.  Before  attempting  to  discuss  the  effect  upon  the  dis- 
tribution of  wealth  of  the  various  taxes  considered  in  the  last 
chapter  and  to  formulate  suggestions  for  the  reform  of  the 
taxing  system  of  the  United  States,  it  will  be  well  to  review 
very  briefly  some  of  the  practical  aspects  of  the  more  important 
taxes  now  in  operation. 

The  tariff  system  of  the  United  States  has  already  been  dis- 
cussed at  some  length.*  In  its  present  form  it  may  be  fairly 
characterised  as  a plan  bv  which  the  machinery  of  taxation  is 
employed  for  industrial  rather  than  for  fiscal  purposes.  From 
the  point  of  view  of  public  revenue  it  is  open  to  criticism  be- 
cause the  burden  which  it  imposes  upon  tax-payers  is  out  of 
all  proportion  to  the  income  which  it  afifords  the  government. 
This  results  from  the  fact  that  the  principal,  and  of  course 
leliberately  intended,  effect  of  the  tariff  is  to  force  consumers 
to  buy,  not  foreign  goods  subject  to  the  duties,  but  domestic 
products  enhanced  in  price  because  of  the  duties.  This,  it  need 
hardly  be  said,  is  no  conclusive  argument  against  the  tariff, 
but  it  makes  its  discussion  merely  as  a plan  of  taxation  en- 
tirely profitless. 

From  the  point  of  view  of  revenue  customs  duties  are  now 
just  about  as  productive  in  the  United  States  as  internal 
revenue  duties.  Thus  during  the  ten  years  1895  to  1904  cus- 
toms duties  yielded  on  an  average  $211,600,000  a year  as  com- 
pared with  $221,900,000  from  internal  revenue  taxes. f Because 
of  the  complexity  of  the  customs  tariff  system  the  cost  of  col- 
lecting these  duties  as  reported  by  the  Secretary  of  the  Treas- 

* Cf.  Chapter  XX. 

f During  a part  of  this  time  the  so-called  war  internal  revenue  duties 
imposed  in  connection  with  the  short  Spanish-American  war  were  in 
force,  so  it  may  be  inferred  that  the  two  sources  of  revenue  are  about 
equally  important. 
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iiry  averages  nearly  double  the  cost  of  collecting  the  internal 
revenue  duties.  Thus  for  the  fiscal  year  ending-  June  30.  1904, 
the  cost  of  collecting  the  former  equalled  3.3  per  cent  of  the 
receipts  and  of  the  latter  1.9  per  cent  of  the  receipts. 

§ 318.  The  internal  revenue  .system  of  the  United  States  is 
one  of  the  most  valuable  fruits  of  the  extraordinary  financial 
expedients  made  necessary  by  the  country’s  wars.  Its  proved 
efficiency  and  economy  as  a means  of  raising  revenue  now 
issure  it  a permanent  place  in  the  taxing  systeixi  of  the  countrv 
ind  also  throw  upon  it  the  burden  of  providing  additional 
*evenue  to  meet  emergencies  such  as  that  presented  by 
he  recent  Spanish-American  war.  Under  the  law  in  force 
, uly  I,  1905.  the  principal  commodities  subject  to  internal 
•evenue  duties  were : distilled  spirits,  manufactured  tobacco, 
ermented  liquors,  oleomargarine,  filled  cheese,  mixed  flour, 

: nd  adulterated  butter.  Of  these  only  the  first  three  are  taxed 
]»rimarily  for  revenue  purposes  and  from  them  is  derived  more 
than  nine-tenths  of  the  revenue  received.  The  remarkable 
] iroductiveness  of  these  taxes  on  liquors  and  tobacco  dem- 
onstrates the  ease  with  which  all  the  revenue  that  the  country 
lequires  from  customs  duties  might  be  obtained  from  taxes 
c n these  same  commodities  and  on  the  few  important  articles 
t lat  are  not  produced  in  the  United  States  in  appreciable  quan- 
t ties,  such  as  coffee  and  tea. 

One  reason  for  the  success  of  the  internal  revenue  system 
i i the  very  simple  stamp  device  by  means  of  which  the  taxes 
are  collected.  This  was  introduced  by  the  act  of  July  20,  1868, 

V Inch  required  revenue  stamps  to  be  i)urchased  from  th.e 
government  and  to  be  attached  to  commodities  subject  to  the 
t IX  in  such  a way  that  they  must  be  broken  when  the  package 
cr  barrel  w’as  opened.  Ry  this  simple  means  every  citizen  is 
put  in  a position  to  know  whctluw  tlie  articles  that  come  under 
his  notice  have  satisfied  the  requirements  of  the  law  and  to 
a;t  as  an  efficient  assistant  of  the  tax  collector. 

§ 319-  -''■s  already  stated  the  general  propertv  tax  is  the 
c lief  source  of  state  and  local  revenues  in  most  of  the  states. 
There  is  how'ever  a marked  tendency  in  such  states  as  New 
\ork,  IMassachusetts.  Pennsylvania,  and  New  Jersey  to  relin- 
q fish  this  source  of  income  to  the  local  governing  bodies,  the 
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states  depending  for  their  revenues  upon  corporation,  inheri- 
tance, and  license  taxes.  One  reason  for  this  change  has  al- 
ready been  touched  upon.  With  the  great  increase  of  cor- 
porate wealth  and  corporate  securities  wdiich  so  readily  evade 
taxation  in  the  hands  of  holders,  iniblic  opinion  has  de- 
manded the  introduction  of  taxes  applying  directly  to  corpo- 
rations. As  these  have  been  developed  they  have  served  so 
well  as  sources  of  revenue  that  the  more  highly  organised  in- 
dustrial states  have  been  able  to  forego  the  income  formerly 
derived  from  the  general  property  tax. 

Another  reason  has  been  the  fact  that  the  general  property  Unequal 
tax  has  proved  even  more  unfair  as  a source  of  state  than  as  a ments 
source  of  local  revenue.  The  assessment  of  this  tax  calls  for 
intimate  knowledge  of  local  conditions  and  has  consequently 
been  intrusted  to  local  assessors.  A'hen  the  assessments  of  the 
latter  have  determined  the  proportion  of  .state  taxes  paid  by 
the  locality,  they  have  been  under  a strong  temptation  to  under- 
value property  in  their  districts  so  that  the  tax  bills  of  their 
friends  and  neighbours  may  be  lower.  Wide  discrepancies 
have  thus  appeared  between  the  actual  and  the  assessed  value 
of  property.  According  to  a careful  report  prepared  by  the 
Pennsylvania  Tax  Conference  referring  to  the  years  1891  and 
i8()2  the  assessed  value  of  real  estate  in  the  different  counties 
of  that  state  varied  all  the  w-ay  from  only  20  per  cent  ( Lucerne 
County)  to  93  per  cent  (Northumberland)  of  the  market 
value  as  indicated  by  actual  sales.  This  is  fairly  typical  of 
the  situation  produced  in  all  of  the  states  by  the  policy  of 
depending  upon  local  assessors  to  assess  ]iroperty  for  purposes 
of  state  taxation.  To  lessen  th.e  great  injustice  that  wmuld 
result  from  unequal  assessments  most  of  the  states  have  created 
state  boards  of  equalisation  whose  task  it  is  to  make  the  assess- 
ments uniform.  Notwithstanding  the  usually  efficient  work 
of  these  boards  inequalities  have  ]iersisted  and  the  abandon- 
ment of  the  general  propertv  tax  for  state  purposes  has  proved 
the  only  certain  w'ay  to  correct  the  evil. 

In  New’  Jersey  and  Pennsylvania  the  .states  have  desisted 
altogether  from  taxing  real  estate  for  state  purposes  and  in 
Pennsylvania  the  larger  ]«rt  of  the  proceeds  of  the  personal 
])roperty  tax  still  collected  is  returned  to  the  counties  and  cities 
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which^  collect  it.  In  New  York  the  constitution  requires  the 
imposition  by  the  state  of  the  general  property  tax,  to  provide  a 
sinking  fund  for  the  canal  bonds  outstanding.  The  rate,  how- 
ever, has  been  reduced  to  the  lowest  point  permitted  bv  this 
constitutional  restriction  (that  is,  13-100  of  a mill)  so  the  tax 

has  ceased  to  be  of  any  special  consequence  to  the  state  govern- 
ment. 

§ 320.  Although  the  general  projierty  tax  is  thus  losing  its 
importance  as  a source  of  state  revenue,  its  position  as  the 
mainstay  and  dependence  of  local  governing  bodies  is  un- 
shaken. In  view  of  the  larger  revenues  needed  by  local  gov- 
ernments and  especially  by  the  cities,  this  makes  the  inequali- 
ties inherent  in  this  form  of  taxation  the  more  glaring.  The 
tax  rates  imposed  in  different  cities  range  all  the  way  from 
one  to  three  per  cent.  In  New  York  City  the  rate,  which  was 
for  many  years  over  two  per  cent,  has  been  lowered  as  a result 
of  the  introduction  of  the  special  franchise  tax  and  of  the 
system  of  assessing  real  estate  at  its  full  value  instead  of  at 
only  65  per  cent  of  its  value  as  formerly  until  it  is  now  (1905) 
about  one  and  one-half  per  cent.  Even  this  rate  if  applied  as 
the  law  requires  to  such  personal  property  as  railroad  bonds 
would  in  some  cases  take  from  the  tax-payer  nearly  one-half 
of  his  income.  No  one  would  think  seriously  of  defending  an 
income  tax  which  imposed  such  a lu'avy  burden  as  this  upon 
tax-payers  and  it  is  partly  because  the  tax  is  felt  to  be  so  dis- 
proportionally  high  on  those  owners  (3f  personal  property  who 
pay  it  that  public  opinion  fails  to  condemn  very  severely  those 
who  do  not.  Thus  the  wholesale  evasion  of  the  tax  by  the  vast 
majority  of  owners  of  personal  property  makes  the  assessed 
value  of  such  property  but  a fraction  of  the  actual  value. 
The  low  assessment  in  turn  necessitates  a high  rate  of  taxation 
if  the  needed  revenue  is  to  be  secured.  This  high  rate  is  an 
obvious  injustice  to  those  who  are  conscientious  about  paying 
the  tax  and  serves  to  increase  the  number  who  determine  to 
evade  it  altogether.  This  is  the  vicious  circle  in  which  the  at- 
tempt to  tax  personal  property  has  involved  most  American 
communities  and  there  is  no  way  of  escape  from  it  short  of 
the  frank  abandonment  of  this  species  of  taxation, 

§ 321.  The  present  financial  system  of  the  State  of  New 
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York  is  fairly  typical  of  the  form  which  state  finances  seem 
likely  to  assume  all  over  the  country.  During  the  year  ending 
September  30.  1904.  the  income  of  the  state  from  all  sources 
equalled  $25,500,000  and  of  this  sum  $21,500,000,  or  nearly  85 
per  cent,  was  derived  from  three  sources : the  taxes  on  cor- 
porations ($7,030,000),  the  tax  on  inheritances  ($5,430,000), 
and  liquor  license  taxes  ($9,040,000  ).'^' 

The  taxes  imposed  on  corporations  are  usuall}-  described  as 
franchise  taxes,  but  assume  a great  variety  of  forms.  The 
principal  taxes  in  force  January  i.  1905,  were: 

(1)  An  incorporation  tax  of  one-twentieth  of  one  per  cent 
of  the  authorised  capital. 

(2)  A general  corporation  or  franchise  tax  equal  to  one- 
quarter  of  a mill  for  each  one  per  cent  of  dividends  declared 
on  capital  stock  employed  within  the  state  if  such  dividends 
equal  or  exceed  six  per  cent  of  the  par  value  of  such  capital 
stock.  If  the  dividends  are  below  six  j)cr  cent  the  tax  is  one 
and  one-half  mills  on  the  value  of  the  capital  stock  employed 
in  the  state. 

(3)  A tax  of  one  per  cent  on  the  capital  and  surplus  of  banks 
and  trust  companies  and  on  the  surplus  and  undivided  profits 
of  savings  banks. 

(4)  A tax  of  one  per  cent  on  the  gross  premiums  of  in- 
surance companies. 

(5)  A tax  of  one-half  of  one  per  cent  on  the  gross  receipts 
from  business  done  within  the  state  of  steam  surface  railroad, 
canal  steamboat,  ferry,  express,  navigation,  pipe  line,  transfer, 
baggage  express,  telegraph,  telephone,  palace  car,  and  sleeping 
car  companies  and  other  corporations  engaged  in  transporta- 
tion and  not  enumerated  under  (6). 

(6)  A tax  of  one  per  cent  on  the  gross  receipts  of  elevated 
and  surface  railroads  not  operated  by  steam,  and  water,  gas, 
and  electric  lighting,  heating,  and  power  companies,  plus  a tax 
of  three  per  cent  on  the  dividends  in  excess  of  four  per  cent 
on  the  paid-in  capital  declared  liy  such  companies. 

It  wdl  be  seen  that  these  taxes  impose  considerable  burdens 

* In  igo5  the  state  legislature  added  two  new  taxes;  a stamp  duty  of 
two  cents  on  every  share  of  stock  sold  and  a tax  of  one-half  of  one  per 
cent  on  mortgages.  It  is  doubtful,  however,  whether  either  of  these 
will  be  retained  as  permanent  features  of  the  taxing  system. 
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Inheritance  Taxes 

do  the  inheritance  taxes  now  imposed  by  sixteen  of  the  thirty 
states  which  have  availed  themselves  of  this  source  of  revenue. 

As  now  levied  inheritance  taxes  assume  all  degrees  of  com 
plexity  from  the  simple  tax  of  five  per  cent  on  all  inheritances 
passing  to  collateral  heirs  and  strangers  in  blood  of  Virginia, 
Missouri,  an<l  Arkansas,  three  of  the  states  which  do  not  tax 
direct  Inheritances  at  all,  to  the  elaborate  classified  tax  adopted 
by  die  legislature  of  Wisconsin  in  1903.  The  latter  distin- 
guishes five  classes  of  heirs  and  makes  them  subject  to  taxes 
progressing,  in  the  case  of  direct  heirs,  from  one  per  cent  to 
three  per  cent,  and  in  the  case  of  collateral  heirs  and  strangers 
in  blood  from  five  per  cent  to  fifteen  per  cent  according  to  the 
size  of  the  estate.  Exemptions  ot  varying  amounts  ranging 
from  $100  in  case  of  the  last  class  to  $10,000  in  the  case  of 
widows  are  also  allowed.  From  the  point  of  view  of  revenue 
the  inheritance  tax  of  New  York,  which  is  at  the  rate  of  one 
per  cent  on  estates  above  $10,000  passing  to  direct  heirs  and 
to  brothers  and  sisters  and  sons  and  daiighters-in-law.  and  at 
the  rate  of  five  per  cent  on  other  inheritances  above  $500,  is 
most  productive,  realising  for  the  state  treasury  from  four  to 
SIX  million  dollars  annually.  The  only  other  state  which  de- 
rives as  much  as  a million  dollars  a year  from  this  source — the 
Tiroductiveness  of  Wisconsin’s  tax  not  yet  having  been  fullv 
tested — is  Pennsylvania. 

Comparing  these  results  with  those  attained  in  foreign  coun-  And 
tries  which  tax  inheritances,  it  would  appear  that  the  United 
States  has  only  just  begun  to  test  the  possibilities  of  tliis  form 
of  taxation.  Great  Britain  in  1900,  a fairly  typical  year,  de- 
rived a revenue  of  some  $92,000,000  from  her  dift'erent  taxes 
on  inheritances,  or  nearly  one-fifth  of  her  total  national  revenue 
from  taxation.  France  obtains  from  this  source  some  $40,- 
000,000  annually  or  about  nine  per  cent  of  her  national  revenue, 
exclusive  of  that  from  the  state  monopolies.  Even  more  sig- 
nificant is  a comparison  of  the  per  capita  returns  from  these 
taxes  in  different  countries.  A table  prej)ared  hv  Professor 
Minis  * comparing  the  returns  from  inheritance  taxes  for  the 
years  1899  to  1901  shows  that  Great  Kritian  derives  some  $2 
per  ca])ita  annually  from  this  source  and  France  over  Si.  The 
* (Juarierly  Joiu  nal  of  Economics,  Vol.  XIX.,  p.  308. 
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per  capita  return  for  Xcu-  York  State,  on  the  other  han.l  waa 
n j orn-miie  cents,  for  Pennsvivania  twenty  cents  and  for 

inherLce  ta_xe.:' 

eat  Lntam  and  France  is  that  both  apply  the  proo-ressive 

'nZ't'rT?'"^  the  sante  way  as  does  ,4  Wisconti.  aw 
rhus  the  Inghest  rate  u,  Great  Britain  on  very  large  estates 
passing  to  distant  relatives  or  strangers  in  blood  is  ig  1-2  ner 
ceil  an<  the  higliest  rate  in  France  20  1-2,  These  rates  are 
justified  on  two  grounds.  First,  it  is  asserted  that  from  the 

..ovemmemTake: 

left  that  is  significant  and  that  when  the  estate  is 


large  the  government  may  take  even  one-fifth  of  the  whole 
an  ount  w'lthoiit  imposing  too  heavy  a burden.  Second  t is 
b leved  that  from  the  point  of  view  of  the  testator  the  ’pro" 
pect  of  leaving  property  to  distant  relatives  or  strangers  plavs 
snia  ro  e as  a motive  to  accumulation  and  that  con- 

dlscrra^erlr*^''''''''  ” 

Inhe'itance  S Tu  i* 

Taxes  Im-  ^ 3“4-  -*  he  validity  of  the  first  lustifimtirin  mi  u jt  i 

K-i  sr  s:r ' '"r  r ' •'  ■»  r,;:;,',rs  s 

lute  rigl,rto  am'one''^”^  "''“d"''' 

O to  any  one.  In  modern  communities  the  rlnht  of 

ftenerr-  I - inn 

distrihute  it  among  his  family  on  friendri'ieLT n;'";,::.;: 

He  preferr:;:; = 


very  far  in  file  evoTudon  onawTo'fim  Jr  T\  Hack 

to  the  slate  or  ruler  as  a matter  of  coarsl"'’ "/  Ete^y'"  J'l  ,''e'’e«big 
5or/e/y,  Chapter  on  Inheritance  Taws'  «J  /»• 
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social  significance.  Xo  one  now  has  a claim  upon  it  compar- 
able from  the  social  or  legal  point  of  view  with  that  which  has 
been  dissolved  by  the  death  of  the  owner.  But  his  “ dead 
hand  ” cannot  he  permitted  to  determine  what  shall  become  of 
it  regardless  of  the  interests  of  the  living.  In  fact  the  interests 
of  the  living  are  now  the  paramount  consideration.  The  heirs 
designated  in  the  will  of  the  deceased,  if  he  has  made  a will, 
are  entitled  to  receive  that  part  and  only  that  part  of  the  estate 
which  the  law  permits.  If  he  has  made  no  will  then  the  ques- 
tion of  the  division  of  the  property  is  one  for  the  law  alone  to 
determine.  The  imposition  of  an  inheritance  tax  is  simply  the 
assertion  by  the  state  of  a right  to  a share  in  propertv  left  at 
death  under  the  conditions  set  forth  in  the  tax  law.  If  the  share 
taken  by  the  state  is  moderate,  there  is  every  reason  to  think  that 
the  heirs  will  accept  it  as  a lUcattcr  of  course  and  think  £rrate- 
fully  of  the  part  that  is  I'^ft  to  themselves  rather  than  srruds:- 
mgly  of  the  part  which  they  do  not  receive.  There  thus  ap- 
pears to  he  good  ground  for  the  claim  that  moderate  inheri- 
tance taxes  increasing  from  one  per  cent  on  inheritances  above 
a certain  amount  left  to  direct  heirs  even  to  as  much  as  twenty 
per  cent  on  very  large  estates  passing  to  collateral  heirs  or 
strangers  do  not  imj^ose  a burden  that  is  consciouslv  felt  by 
any  one.  They  certainly  do  not  impose  a burden  on  the  tes- 
tator as  he  is  dead ; almost  as  certainly  tliey  do  not  im]:»osc  a 
burden  upon  the  heir  as  he  is  usually  too  much  interested  in 
what  he  receives  to  feel  the  loss  of  the  portion  retained  by  the 
government. 

The  second  contention,  that  is.  that  moderate  taxes  of  this  <Hher 
kind  do  not  discourage  the  accumulatif’in  of  ])ro])crtv.  must  * 
he  accepted  with  some  qualifications.  What  may  he  claimed 
with  confidence  is  that  the  discouragement  will  he  too  slight 
to  offset  to  any  considerable  degree  the  fiscal  advantages  of 
such  taxes.  The  motives  that  lead  to  the  accumulation  of 
]')roj)crty  arc  strong  and  are  each  year  growing  stronger. 

There  is  little  danger  that  moderate  taxes  inqioscd  u])on  inheri- 
tances will  retard  appreciably  tlic  accumulation  of  the  fund  of 
caj)ital  upon  which  the  efficienc\'  of  industrial  processes  so 
largely  depcmls.  Thus  from  cverv  point  of  view  the  taxation 
of  inheritances,  if  not  pushed  too  far,  appears  to  satisfy  the 
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requirements  of  just  and  reasonal)le  taxation.  Such  taxes  are 
easy  to  assess  and  collect.  They  cannot  be  shifted  and  yet 
they  impose  little  or  no  burden  upon  those  whose  inheritances 
are  lessened  in  consequence  of  their  existence.  Finally,  they 
have  no  bad  effects  upon  industrial  society,  comparable  with 
the  revenue  which  they  afford  to  the  state.  Under  these  cir- 
cumstances it  is  not  surj)rising  that  they  arc  coming  to  be 
important  sources  of  income  in  nearly  all  progressive  countries. 

§ 325.  In  addition  to  the  taxes  which  have  been  discussed 
there  is  one  which  merits  serious  consideration  because  of  the 
prominent  place  it  occupies  abroad,  that  is,  the  income  tax. 
The  similaritv  between  the  two  countries  makes  the  operation 
of  this  tax  in  the  United  Kingdom  of  most  interest  to  students 
of  taxation  in  the  United  States.  As  there  assessed  it  is  a tax 
at  a uniform  rate  on  incomes  from  all  sources,  the  latter  being 
classified  for  convenience  of  assessment  under  five  schedules. 
One  of  its  prineijial  characteristics  from  the  point  of  view  of 
administration  is  the  full  use  made  of  the  device  known  as 
“ stoppage  at  the  source.”  For  example,  the  tax  is  deducted 
from  the  salaries  of  public  officials  and  from  the  interest  on  the 
public  debt  before  payment  is  made  to  those  entitled  to  receive 
income  from  these  sources.  Again,  corporations  are  required 
to  deduct  the  tax  from  the  interest  and  dividends  which  they 
pay  to  their  bond  and  share  holders.  Finally,  even  the  financial 
agents  who  collect  incomes  from  the  bonds  or  stocks  of  foreign 
corporations  are  required  to  report  the  amounts  collected  and 
the  names  of  their  clients  to  the  government  before  they  sur- 
render the  income  to  those  to  whom  it  belongs. 

Notwithstanding  the  high  development  of  this  method  of 
taxing  the  income  as  it  arises,  there  are  certain  sorts  of  income 
that  can  only  be  assessed  on  the  basis  of  the  personal  declara- 
tion of  the  recipient.  This  is  the  case  to  a large  extent  as 
regards  income  from  foreign  investments  and  almost  wholly 
as  regards  income  from  “ trades  and  professions.”  It  is  in 
connection  with  the  assessment  of  these  incomes  that  the  in- 
come tax  is  least  satisfactory.  What  proportion  escapes  assess- 
ment can  only  be  guessed  at.  but  all  authorities  agree  that  it 
is  considerable.  Thus,  according  to  the  estimate  of  Sir  Robert 
Gififen  the  returns  from  foreign  investments  received  by  in- 
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habitants  of  the  United  Kingdom  equalled  in  1882  some 
seventy-five  and  in  1885  some  eighty-five  million  pounds  ster- 
ling. The  returns  assessed  under  the  income  tax  in  these  years 
amounted  to  only  thirty  and  thirty-five  million  pounds  respec- 
tively. The  same  authority  estimates  that  in  1885  about 
eighty-five  per  cent  of  the  incomes  from  trades  and  professions 
which  were  subject  to  the  income  tax  were  honestlv  reported. 
Although  it  is  impossible  to  say  what  jiroportion  of  the  total 
income  evades  taxation,  it  is  probably  well  within  the  truth  to 
put  it  at  ten  per  cent."-=  Since,  however,  these  evasions  include 
a variety  of  incomes  there  is  no  reason  to  think  that  they  in- 
volve any  shifting  of  the  tax  on  the  jiart  of  those  who  do  pay 
it,  as  would  be  the  case  if  incomes  from  some  one  special  trade 
or  profession  escaped  while  incomes  from  all  other  sources 
were  taxed, 

§ tlie  point  of  view  of  revenue  the  income  tax  is  Revenue 

an  important  part  of  the  British  fiscal  system  not  only  because 
it  yields  in  ordinary  years  from  one-sixth  to  one-seventh  of 
the  entire  imperial  income,  but  because  in  time  of  emer£rencv 
Its  yield  can  be  largely  increased  by  simply  adding  to  the  rate 
of  taxation.  This  characteristic  of  the  tax  is  so  highly  appre- 
ciated that  it  is  now  voted  afresh  each  year  at  just  that  rate 
which  the  fiscal  requirements  of  the  government  make  desir- 
able. It  thus  serves  to  give  flexibility  to  the  public  revenues 
and  to  make  possible  a more  exact  balancing  of  revenues  and 
expenditures  than  can  be  attained  by  countries  which  are  with- 
out some  such  elastic  source  of  income.  The  tax  is  so  drafted 
as  to  allow  only  moderate  exemptions — in  1904  an  exemption 
of  $800  on  incomes  under  $2,000.  of  $750  on  incomes  between 
$2.cx)o  and  82.500,  of  $600  on  incomes  between  $2,500  and 
$3,000  and  of  $350  on  incomes  between  $3,000  and  83.500.  but 
no  exemption  on  incomes  above  $3,500.  The  rate  has  varied 
considerably  in  recent  years  in  consequence  of  the  extraordinary 
expenditures  necessitated  hy  the  Boer  War.  For  the  six  years 
1895  to  1900  it  was  maintained  at  eight  pence  in  the  pound 
(that  is,  3 1-3  per  cent).  In  1901  it  was  advanced  to  one  shil- 
ling in  the  pound,  or  five  per  cent,  and  it  has  since  (in  1903) 
been  as  high  as  one  shilling,  three  pence  in  the  pound,  or  6 1-4 
* O'.,  Hill,  The  Eftglish  Income  Tax,  pp.  3S2-387. 
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per  cent.  In  the  latter  year  the  tax  brought  in  nearly  one- 
fourth  of  the  entire  imperial  revenue ; and  it  is  a clear  evidence 
of  the  efficiency  of  the  administrative  machinery  by  which  it 
is  assessed  that  there  was  no  perceptible  increase  in  the  extent 
to  which  the  tax  was  evaded,  notwithstanding  the  unusually 
high  rate  of  taxation. 

St  ite  § 227.  In  the  United  States  income  taxes  have  been  em- 

ployed  by  both  the  state  and  the  federal  governments.  Alto- 
gether some  sixteen  states  have  imposed  this  tax  at  some  period 
of  their  history,  but  of  these  only  six  continued  to  use  it  Jan- 
uary I,  1903.*  The  principal -defect  in  the  tax  as  a state  tax 
is  that  it  is  impossible  to  assess  it  fairly  and  that  when  it 
is  imposed  it  has  a tendency  to  drive  persons  with  large  incomes 
into  other  states  where  no  such  tax  is  found.  It  seems  clear 
from  American  experience  that  such  a tax  must  be  national  in 
its  scope,  if  it  is  to  be  even  approximately  just  in  its  practical 
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operation. 

Reference  has  already  been  made  to  the  country’s  experience 
with  a federal  income  tax.  During  the  Civil  War  when  Con- 
gress was  making  use  of  every  possible  form  of  taxation  an 
income  tax  was  imposed  which  was  continued  in  force  from 
1863  to  1873.  Although  somewhat  crudely  devised  and  never 
very  efficiently  administered  this  tax  brought  into  the  Treasury 
in  1866.  the  year  of  largest  yield,  nearly  $73,000,000.  On  the 
strength  of  this  experience  the  tariff-reforming  Congress 
elected  in  1892  included  an  income  tax  as  a prominent  feature 
of  the  revenue  law  passed  two  years  later  and  commonly  re- 
ferred to  as  the  Wilson  Act.  This  tax  was  at  the  uniform  rate 
of  two  per  cent  and  applied  to  the  net  incomes  of  corporations 
as  well  as  to  those  of  individuals.  The  latter  were  allowed  an 
exemption  of  $4,000.  It  was  thus  practically  a tax  on  the  well- 
to-do  from  which  persons  in  moderate  circumstances  were 
exempt — except  as  they  were  investors  in  corporate  enterprises 
— and  was  justified  on  the  ground  that  other  federal  taxes, 
that  is,  customs  and  excise  duties,  fall  chiefly  on  the  poor. 

How  successful  this  tax  might  have  been  as  a means  of  rais- 
ing revenue  will  never  be  known,  since  it  was  declared  uncon- 

* Cf.,  Kinsman,  The  Income  Tax  in  the  Commonwealths  of  the 
United  States,  pp.  no  et  seq. 
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stitutional  by  the  Supreme  Court  of  the  United  States  during 
the  first  year  of  its  operation  on  the  ground  that  it  was  a 
“ direct  ” tax  in  the  constitutional  sense  and  must  therefore  be 
apportioned,  if  imposed  at  all,  according  to  the  population. 

Prior  to  1895,  in  interpreting  the  clause  of  the  Constitution 
requiring  that  direct  taxes  shall  be  laid  in  proportion  to  the 
population  the  Court  had  held  that  direct  taxes  meant  the  taxes 
known  as  direct  when  the  Constitution  was  adopted,  that  is, 
poll  and  land  taxes.  On  the  basis  of  this  view  it  had  sustained 
the  income  tax  of  the  Civil  War  period.  The  reversal  of 
opinion  was  by  a divided  bench  and  has  been  criticised  not 
only  by  persons  who  favour  a federal  income  tax  and  may 
therefore  be  considered  prejudiced,  but  by  eminent  lawyers 
who  oppose  it  but  who  think  that  the  older  view  of  the  Court 
was  more  in  harmony  with  correct  principles  of  constitutional 
interpretation.  Since  the  Supreme  Court  has  reversed  itself 
once  on  the  question  of  the  constitutionality  of  an  income  tax  it 
is  at  least  within  the  bounds  of  possibility  that  it  may  do  so 
again,  so  the  discussion  of  the  desirability  of  such  a tax  for 
the  United  States  is  still  not  an  altogether  profitless  exercise. 

§ 328.  The  principal  arguments  in  favour  of  a federal  income  Arguments 
tax  are  the  fairness  of  such  a tax  in  itself,  the  success  of  such  ^ 

taxes  in  the  United  Kingdom,  Prussia,  and  other  European  Federal  In- 
states, and  the  need  of  a tax  that  will  fall  on  persons  of 
substance  as  a supplement  to  the  customs  duties  and  excise 
taxes  already  imposed  which  fall  so  largely  on  the  wage- 
earning class.  To  these  arguments  must  be  opposed  the 
following  considerations.  The  fairness  of  an  income  tax  is 
contingent  on  the  accuracy  with  which  it  is  assessed  and  col- 
lected. Unless  it  can  be  shown  that  evasions  will  be  few  and 
infrequent  it  may  reasonably  be  held  that  in  practice  such  a 
tax  will  be  extremely  unfair.  Neither  the  experience  of  the 
United  States  with  the  income  tax  during  and  after  the  Civil 
War  nor  a consideration  of  the  conditions  that  are  necessary 
to  the  accurate  assessment  of  this  tax  is  especially  favourable 
to  its  re-introduction.  Nor  is  the  experience  of  other  govern- 
ments with  the  income  tax  of  much  weight  as  an  argument  in 
its  favour.  A system  of  taxation  that  would  suit  very  well 
small  and  homogeneous  countries  like  the  United  Kingdom  or 
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Prussia  might  be  quite  unworkable  in  the  United  States. 
There  is  not  only  the  immensely  greater  area  of  the  country 
to  be  taken  into  account,  but  the  diversity  of  business  condi- 
tions and  of  public  Opinion  in  reference  to  federal  taxation. 
And  even  more  important  than  these  differences  in  connection 
with  the  administration  of  an  income  tax  is  the  different  rela- 
tion in  which  the  taxing  jiower  stands  towards  corporate  in- 
dustries. In  the  L nited  Kingdom  all  corporations  are  crea- 
tures of  Parliament  and  the  method  of  stoppage  at  the  source 
can  be  rigidly  enforced.  In  the  L nited  States  corporations  are 
the  creatures  of  the  states,  not  of  Congress,  and  compelling 
them  to  pay  a federal  income  tax  on  all  interest  and  dividends 
which  they  might  disburse  would  be  a task  of  considerable 
difficulty.  When  these  and  other  differences  are  carefully 
weighed,  together  with  the  undoubted  dislike  of  the  people  of 
the  United  States  for  methods  of  taxation  to  which  the  term 

inquisitorial  ” may  be  justly  applied,  the  case  for  a federal 
income  tax  is  materially  weakened. 

As  to  the  third  argument,  that  is,  the  need  of  offsetting  in 
some  way  the  unequal  burden  impiosed  on  w^age-earners  by 
customs  and  excise  taxes  something  will  be  said  in  the  next 
section.  At  this  point  it  will  suffice  merely  to  raise  the  question 
whether  an  industrial  community  which  maintains  generation 
after  generation  a system  of  taxation  which  adds  largely  to 
the  expense  of  living  will  not  accommodate  itself  to  the  situa- 
tion by  advancing  correspondingly  its  standards  of  living.  If 
it  does  this  w^age-earners  will  command  proportionally  higher 
wages  and  the  burden  imposed  upon  them  by  the  higher  ex- 
pense of  living  wall  be  more  apparent  than  real. 

For  these  different  reasons,  it  would,  in  the  opinion  of  the 
writer,  be  unwise  to  ask  the  Supreme  Court  to  pass  again  upon 
the  constitutionality  of  an  income  tax  until  the  right  of  the 
federal  government  to  control  all  large  corporations  and  not 
merely  the  transportation  companii's  engaged  in  interstate 
business  has  been  clearly  established.  Only  on  condition  that 
the  method  of  stoppage  at  the  source  could  be  widelv  used  and 
that  the  law  was  so  drafted  as  to  have  the  support  of  educated 
public  opinion  could  a federal  income  tax  be  accurately  and 
fairly  assessed.  Unless  so  assessed  such  a tax  would  merely 
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repeat  on  a national  scale  the  injustices  which  have  brought 
<liscredit  upon  the  personal  property  tax  in  every  state  in  the 
Union. 

§ 329-  The  question  of  the  effect  of  a system  of  taxation  Place  of 

upon  the  distribution  of  wealth  is  closely  related  to  that  of  the 
1 - r • 1 • • 1 r 1 neory 

shitting  and  incidence  of  taxes.  The  difference  may  be  illus-  of  Uistri- 

trated  by  reference  to  the  case  of  customs  and  excise  taxes  re- 
- fei.ed  to  in  the  last  section.  Such  taxes  are  paid  in  the  first 
instance  by  business  men,  importers  and  dealers,  wdio  look  upon 
them  as  items  in  their  expenses  of  production.  By  them  they 
are  usually  shifted  to  purchasers  and  ultimately  to  consumers 
upon  whom  they  finally  fall.  But  if  such  taxes  are  a permanent 
feature  of  the  industrial  situation  the  higher  expenses  of  living 
which  they  cause  wall  in  their  turn  call  for  higher  standards  of 
living,  as  regards  money  earnings,  on  the  part  of  the  wage- 
earning population.  If  these  develop  money  wages  will  rise 
to  a point  wdiich  permits  the  enjoyment  of  the  same  real  wages 
as  were  secured  before  the  taxes  w'ere  imposed.  Shall  w'e  say, 
then,  that  such  taxes  are  paid  by  w^age-earners  or  that  they 
are  shifted  to  employers  wdio  must  pay  them  higher  wages? 

But,  if  we  are  to  follow  them  to  employers  we  must  obviously 
continue  our  inquiry  and  determine  wdiether  the  latter  really 
bear  them  in  the  form  of  low'er  profits.  The  matter  becomes 
so  complex  at  this  point  that  it  seems  better  to  say,  as  we  have 
already  done,  that  such  taxes  are  normally  paid  by  consumers, 
and  to  leave  their  effect  upon  the  distribution  of  wealth  for 
separate  consideration. 

The  relation  betw'een  taxation  and  distribution  is  usually 
treated  as  though  the  tw'o  were  separate  and  distinct  processes. 

The  laws  of  distribution  are  explained,  as  has  been  done  in  this 
• treatise,  with  the  conscious  omission  of  taxes  from  the  picture. 

Taxes  are  then  brought  in  as  a means  by  which  incomes  already 
distributed  are  laid  under  tribute  so  that  the  government  may 
be  maintained.  Although  a convenient,  this  is  a somewhat 
misleading,  account  of  the  matter.  The  government  asserts  its 
claim  not  after  all  other  claimants  have  been  satisfied  but  as 
promptly  and  even  more  imperiousjv  than  any  other  recipients 
of  income.  The  payment  of  taxes  is  thus  a vital  part  of  the 
distributive  process,  differing  from  the  payment  of  profits,  rent. 
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wages,  and  interest,  only  in  that  the  government's  claim  is 
based  on  superior  force  rather  than  on  free  contract  guided  by 
economic  motive.  This  does  not  mean  that  the  government 
may  not  be  properly  described  as  a factor  in  production  and 
therefore  entitled  to  a share  of  the  product.  Undoubtedly  its 
part  in  production  is  of  the  most  vital  importance.  It  merely 
means  that  as  this  part  is  not  based  on  contract,  there  is  no 
method  of  measuring  economically  the  amount  of  its  contri- 
bution. It  performs  the  indispensable  services  of  protecting 
life  and  property,  preserving  order,  administering  justice,  etc., 
and  takes  in  return  what  it  pleases,  or  rather  what  the  citizens 
m a democratic  country  ]:>lease  to  permit  it. 

Classes  ( f point  of  view  of  their  influence  on  the  rlis- 

Taxes  D s-  tribution  of  wealth  the  taxes  that  have  been  discussed  in  the 

ingu:sh,-d  preceding  pages  may  be  divided  roughly  into  three  different 
classes.  1 o the  first  class  belong  land,  and  special  franchise 
taxes.  They  fall  upon  what  we  ha\e  previously  stvled  the 
“ funded  ” income  that  is  given  off  year  by  vear  by  permanent 
and  durable  property.  like  land,  as  space  to  build  upon,  or  by 
special  and  exclusive  privileges,  like  franchises  granting  ex- 
clusive rights  to  lay  tracks  or  string  wires  along  the  iiublic 
streets.  Normally  such  taxes  have  no  effect  on  distribution 
except  to  divert  to  the  use  of  the  government  a part  of  the 
income  that  would  otherwise  have  gone  to  the  owners  of  the 
property  or  franchises  taxed.  Such  propertv  and  franchises 
are  already  being  made  to  yield  all  of  the  income  that  they 
can  afford  under  the  given  circumstances  and  the  imposition 
of  a tax  m no  wise  alters  these  circumstances.  Thus  the  en- 
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tire  tax  is  paid  out  of  the  funded  income. 

Since  the  value  of  sources  of  funded  incomes  is  tlie  annual 
net  income  capitalised  at  the  current  rate  of  interest,  a sec- 
ondary effect  of  such  taxes  is  to  reduce  this  value  by  the  cap- 
.tahsed  value  of  the  tax.  If  the  tax  is  made  so  high  as  to 
.Ice  the  entire  funded  income,  the  property  or  franchise  which 
give  rise  ,0  It  ceases  to  have  any  value  as  an  investment.  In 
practice,  of  course,  taxes  nsiially  take  only  a portion  of  the 
funded  income  and  merely  reduce  without  destroying  the  value 
of  the  lands  and  franchises  from  wliich  they  come.  From  this 
relation  between  tlie  rate  of  taxation  and  the  value  of  the 
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property  taxed  two  principles  are  deduced  of  considerable 
practical  importance,  hirst,  new  or  higher  taxes  on  land  or 
special  franchises  unless  the  latter  are  appreciating  to  off'set 
fully  such  taxes  involve  a forced  reduction  in  the  value  of  such 
property.  Second,  after  such  taxes  have  been  imposed  long 
enough  to  permit  of  the  property  having  changed  hands  they 
become  virtually  burdenless  so  far  as  present  owners  are  con- 
cerned. 

The  second  class  of  taxes  include  those  on  commodities  Conclusionti 
which  are  regularly  produced  and  consumed  and  upon  com-  mnisamT 
petitive  businesses.  These  are  normally  shifted  from  those 
who  pay  them  to  those  who  consume  the  commodities  or  are 
served  by  the  businesses  taxed.  Their  effect  on  distribution  is 
complex,  but  in  general  they  may  be  said  to  figure  among  the 
conditions  to  which  economic  motives,  such  as  standards  of  liv- 
ing and  standards  of  saving,  adjust  themselves.  A concrete 
illustration  will  help  to  make  the  efifect  of  such  taxes  clearer. 

In  the  United  States  at  the  present  time  the  greater  part  of  the 
federal  revenue  is  derived  from  ta.xes  upon  commodities  which 
enter  into  the  consumption  of  the  ordinary  wage-earning 
family,  that  is,  on  sugar,  tobacco,  liquors,  cotton  and  woollen 
goods,  etc.  Snp]:)osc  that  these  taxes  add — and  this  is  a mod- 
erate assumption — five  per  cent  to  the  expense  of  living  in  this 
country.  This  higher  cost  of  living  has  now  been  experienced 
for  many  years.  It  is  one  of  the  factors  with  which  immi- 
grants must  reckon  when  they  cross  the  ocean  in  pursuit  of 
Higher  wages.  Is  it  not  probable  that  the  higher  cost  of  living 
has  acted  as  a slight  check  upon  the  growth  of  population, 
partly  by  indmeing  a postponement  of  marriage  and  partly  by 
discouraging  immigration,  so  that  it  is  one  of  the  influences 
that  account  for  the  undoubted  fact  that  the  American  stand- 
ard of  living  and  scale  of  wages  is  higher  than  the  European 
by  more  than  enough  ic  offset  the  higher  cost  of  living  in  the 
United  States?  Or,  to  put  the  case  neeratively,  if  these  taxes 
were  all  repealed  and  in  their  place  a federal  income  tax  were 
imposed  exempting  incomes  under  $i,ooo  and  at  a rate  suf- 
ficient to  afford  all  needed  revenue,  is  it  probable  that  the  wage- 
earning population  of  the  Ihiited  States  would  be  permanently 
better  off?  Would  not  accelerated  marriages  and  a larger 


Taxation  and  Tax  Reform 


Concl  usioi  IS 
Hs  to  Inhe  ri- 
tance,  wi- 
come,  and 
General 
Property 
Taxes 


Difficulties 
in  Way  of 
Tax  Re  for  IT 


580 

tide  of  immigration  before  long  so  ad, I to  the  labour  aunnU- 
hat  « ages  would  be  reduced  In  an  amount  corresponditm  to 
the  lowered  cost  ot  hvmg?  Space  will  not  permit  an  ex'ltaust- 
.ve  .hscuss.on  of  these  ,|uestions.  but  ,t  should  he  clear  that  a 
higher  cost  of  hvmg,  which  is  deliberatelv  brought  about  an.'l 
cont.nued  vear  after  year  through  a country's  taxing  svLetn. 
may  e ess  of  a hardship  to  wage-earners  than  is  ordinarily 
upposed.  hron,  this  brief  discussion  of  this  second  class  of 
taxes  that  ,s  regularly  shifted  to  consumers,  two  principles 
may  be  interred.  First,  new  taxes  on  com, nodities  that  aa“ 
,,u  arly  pnaduced  and  consumed  or  on  competitive  businesses 
.mpose  a burden  on  the  persons  who  consume  such  conn  ort 
tt.es  or  who  are  serve.l  by  such  businesses.  Second,  as  time 
goes  on  there  ,s  a tendency  toward  readjustment  which  makes 
sud  ta.xes  les.s  and  less  objectionable  the  older  thev  become. 

II, o inheritances  and 

_e  sed.  These  ta.xes  cannot  be  shifted  and  since  they  do  not 
- ipon  one  particular  kind  of  propcrt,-  as  distinct  from  other 
kinds  neither  can  they  be  capitalised.  Their  effect  upl 
tribution  ,s  thus  even  slighter  than  that  of  taxes  o ss  o 

out  altering  their  economic  relations  to  others  nor  even 
teduemg  the  value  of  their  property  for  investment  purposes 
A was  brought  out  in  our  .liscussion  of  these  taxes  thosetn 

to  tC' w?o“''  ’r'‘  °>;i«‘»'’able  because  least  bunlensome 
to  those  who  must  pay  them.  Those  on  inconie  are  atimirable 

W t ey  can  be  accumtcly  and  fairly  assessed,  but  'r; ! 
fa  if  evasions  are  common.  Finally  those  on  general  prop- 
erty fall  ,n  practice  so  far  short  of  the  ideal  of  taxitm  ail 
property  fairly  and  equally  that  they  are  not  at  all  to  b 

§ 331.  The  reform  of  the  taxing  system  of  any  country  is 
complicated  by  the  fact  brottght  out  in  the  last  Ltion,  d,It 
as  regards  at  least  two  great  classes  of  taxes,  old  taxes  are  very 
much  less  objectionable  than  new  ones.  Since  reform  means 
usual  y substituting  something  new  for  something  old  and 
established,  this  truth  is  well  calculated  to  discourage  reform- 
g ent  us, asm.  If  tlie  following  suggestions  as  to  changes 


r 
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that  uould  be  desirable  in  the  taxing  system  of  tlie  United 
States  seem  conservative  it  is  partly  because  the  writer  is  con- 
vinced of  the  tendency  of  taxes  like  wine  to  ripen  and  mel- 
low with  age  and  partly  that  he  is,  perhaps  unduly,  imi)ressed 
by  the  administrative  difficulties  in  the  way  of  some  of  the 
taxes  currently  advocated. 

The  first  fact  that  must  be  borne  in  mind  by  the  would-be  Tax  Prob- 
-eformer  of  taxing  methods  in  the  United  States  is  the  relation 
between  the  fiscal  requirements  and  the  taxing  powers  of  the  tiUe.s 
different  branches  of  the  government.  The  federal  govern- 
ment has  limited  functions  to  perform  and  almost  unlimited 
taxing  powers.  For  it  the  problem  of  securing  adequate 
rcveiuiesys  comparatively  simple.  The  state  governments  in 
turn  are  in  a position  of  ease,  if  not  of  affluence.  The  functions 
which  they  usually  assume  are  few  and  inexpensive,  while  their 
taxing  powers  are  but  slightly  abridged  by  the  federal  and 
state  constitutions.  The  situation  is  very  different  with  the 
local  governing  bodies  and  especially  the  cities.  Their  needs, 
as  already  shown,  call  for  twice  as  much  revenue  jier  capita 
as  ffiose  of  both  state  and  nation  together ; and  at  the  same  time 
their  taxing  powers  arc  rigidly  limited  to  those  expressly  con- 
ferred by  state  legislation.  For  them  the  problem  of  making 
ends  meet  is  always  acute  and  the  chief  questions  about  any 

new  tax  are:  will  the  courts  sustain  it  and  will  it  bring  in 
revenue. 

§ 332.  In  the  opinion  of  the  writer  the  present  federal  Reform  of 
revenue  system  is  fairly  satisfactory,  except  at  two  points.  For  Revenue 
reasons  that  have  already  been  explained  he  advocates  the 
gradual  substitution  of  a simple  revenue  tariff  for  the  present 
cumbrous  protective  tariff.  This  chanqe  might  he  effected 
without  any  loss  in  revenue  and  after  it  was  accomplished,  as 
English  experience  abundantly  proves,  the  revenue  machinery 
would  he  much  more  readily  responsive  to  changing  fiscal 
needs  than  it  is  at  present.  The  second  point  for  development 
is  in  connection  with  the  attempt  to  control  adequately  in  the 
public  interest  corporations  enea-^ed  in  interstate  business,  ft 
has  been  suggested  that  the  imposition  of  a moderate  federal 
license  tax  on  such  corporations  would  help  to  make  them  more 
alive  to  their  obligations  to  the  public  and  the  plan  seems  to 
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merit  at  least  a trial.  Such  a tax  should  be  rather  a means 
of  control  than  a source  of  revenue,  however,  because  any 
considerable  revenue  that  may  be  deri\-ed  from  these  Imsinesses 
is  imperatively  needed  by  the  state  and  local  f^overnments. 

§ 3v33-  Taxation  depends  so  largely  upon  local  conditions  for 
its  efficiency  that  suj,rgestions  in  reference  to  desirable  state  and 
local  taxes  have  little  point  unless  it  is  clearly  indicated  what 
types  of  state  or  branches  of  local  go\  eniment  are  referred  to. 
In  what  follows  the  writer  has  had  in  mind  the  conditions  and 
needs  of  the  more  advanced  indusrrial  states  and  of  the 
larger  cities  of  the  United  States.  Space  precludes  a dis- 
cussion of  the  tax  problems  of  all  the  dififerent  states,  and 
this  IS  the  less  necessary  because  those  that  are  most  advanced 

are  already  in  the  situation  towards  which  the  others  are 
moving. 

The  most  important  reform  that  is  needed  in  connection 
with  state  taxation  is  the  abolition  of  the  discredited  general 
property  tax  as  a source  of  state  revenue.  The  part  of  this  tax 
which  applies  to  real  estate  should  he  remitted  not  because 
real  estate  is  too  heavily  taxed  hut  because  all  revenue  from 
this  source  ought  to  be  assigned  to  the  local  governments  whose 
needs  so  far  exceed  their  taxing  powers.  The  reason  for 
abolishing  the  other  part  of  the  tax,  that  applying  to  personal 
property,  is  even  stronger.  Experienct'  has  demonstrated  con- 
clusively die  impossibility  of  assessing  such  property  fairly  in 
complex  industrial  communities.  Lender  these  circumstances 
to  continue  the  attempt  to  tax  personal  property  is  to  bring 
the  whole  system  of  taxation  into  disrepute.  In  place  of  the 
general  property  tax  three  fruitful  sources  of  revenue  are  open 

to  the  state  governments— inheritance  taxes,  corporation  taxes, 
and  license  taxes. 

The  arguments  in  favour  of  taxing  inheritances  and  the  form 
which  such  taxation  may  properly  take  have  alreadv  been  dis- 
cussed at  length.  The  Wisconsin  law'  with  its  five  distinct 
classes  of  heirs  is  perhaps  more  complicated  lhan  is  desirable. 

It  would  probably  suit  American  conditions  better  to  dis- 
tinguish only  two  classes  of  heirs,  those  in  the  direct  line  and 
collateral  relatives  and  strangers,  or,  at  most  three,  those  in 
the  direci  line,  near  collateral  relatives,  and  more  remote  rela- 


'i  tives  and  strangers.  For  each  class  an  inheritance  of  a cer- 


tain size  should  be  exempt  from  taxation,  but  there  is  no  reason 
for  making  the  exemption  as  large  as  is  often  done  ($io,cx)0 
I for  widows  in  Wisconsin,  for  example)  if  the  rate  of 

taxation  is  progressive.  The  range  of  progression  should  de- 
pend in  part  on  local  sentiment  but  it  is  believed  that  no  good 
reason  can  be  urged  against  going  at  least  as  far  as  the  Wis- 
consin law  and  making  the  highest  rate  ap[)lying  to  large 
, inheritances  passing  to  remote  relatives  or  strangers  fifteen  per 

I cent.  The  writer  would  even  advocate  the  higher  maximum, 

f twenty  per  cent,  imposed  in  the  United  Kingdom  and  in  France. 

; The  successful  experience  of  New  York  with  its  moderate  in- 

heritance tax  indicates  that  large  revenues  may  be  derived 
from  this  source  without  imposing  any  excessive  burden  upon 
• tax-payers. 

§ 334-  Of  the  various  plans  that  have  been  tried  for  taxing  The  Best 
corporations  the  three  that  promise  greatest  success  in  the  Corporation 
United  States  are  by  means  of:  (i)  gross  receipts  taxes;  (2)  Taxes 
capital  stock  and  bonded  debt  or  ordinary  franchise  taxes ; and 
(3)  special  franchise  ta.xes.  Gross  receipts  ta.xes  are  not  gen- 
erally to  be  commended,  but  in  connection  with  one  form  of 
business,  that  of  insurance,  they  offer  the  easiest,  surest,  and 
S perhaps  fairest  method  of  taxation  yet  devised.  For  corpora- 

tions generally  the  fairest  basis  of  taxation  is  believed,  for 
reasons  already  sufficiently  explained,  to  be  the  aggregate  value 
of  the  outstanding  shares  of  stock  and  the  bonds.  Together 
these  reflect  prettv  accurately  the  normal  earnings  of  cor- 
porations which  constitute  the  best  available  test  of  tax-paying 
ability.  Until  the  states  undertake  to  control  the  book-keeping 
I of  corporations  so  that  the  earnings  themselves  can  be  accu- 

rately  assessed  the  stock-and-bon<l  index  of  earnings  is  un- 
I doubtedlv  the  most  reliable  substitute.  Even  a moderate  tax 

I . 

applying  to  all  of  the  corporations  doing  business  within  a 
state  in  i)ro])ortion  to  the  amount  of  that  business  is  capable, 
as  the  experience  of  several  of  the  states  demonstrates,  of  bring- 
ing in  large  revenues.  The  special  franchise  tax  is  advocated 
as  a supplement  to  the  ordinary  franchise  tax  for  corporations 
which  enjoy  s]>ecial  and  exclusive  jwivileges.  Reasons  have 
already  been  given  for  favouring  tbe  New  York  plan  by  which 
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special^  franchises  are  assessed  as  real  estate  and  the  greater 

part  of  the  proceeds  of  the  tax  upon  them  is  enjoyed  bv  the 
local  governing  bodies. 

§ 335-  Cp  to  the  present  time  the  high  license  system  has 
been  applied  only  to  the  liquor  business.  The  moral  advan- 
tages of  confining  the  selling  of  liquor  to  fewer  establishments 
in  more  responsible  hands  has  been  the  chief  argument  urged  in 
its  favour.  Experience  with  it  in  operation  has  made  prom- 
inent certain  economic  advantages  which  suggest  the  flesir- 
ability  of  applying  it  to  many  other  branches  of  trade.  The  sell- 
ing and  distribution  of  milk,  ice,  groceries,  provisions,  etc., 
admit  of  even  larger  savings  through  the  concentration  of’ man- 
agement brought  about  by  the  high  license  system  than  the  sell- 
ing and  distribution  of  liquors.  These  businesses  offer  a large 
and  practically  untouched  field  for  the  tax  gatherer  and  just  as 
the  payment  of  high  licenses  has  servixl  neither  to  make  the 
saloon  business  unprofitable  nor  to  compel  the  consumer  to 
pay  much  more  for  his  beer  and  whisky  so  it  is  believed  that 
the  payment  of  high  license  by  milk  dealers,  ice  companies, 
grocers,  butchers,  etc.,  would  serve  merely  to  concentrate  these 
businesses  into  ^ fewer  and  more  competent  hands  without 
appreciably  raising  the  prices  of  the  commodities  sold.  By 
extending  its  license  system  to  include  these  and  other  busi- 
nesses every  state  in  which  large  cities  are  found  could  put 

itse  t in  a position  to  dispense  with  the  returns  from  the  o-eneral 
property  tax. 

§ 336.  The  local  governing  bodies  must  d ^nbtless  continue 
as  at  present  to  derive  the  greater  part  of  their  revenue  from 
the  taxation  of  real  estate.  Tn  so  doiiur  however  thev  ought 
to  differentiate  the  land  or  ground  tax  from  the  building  tax 
and  allow  these  taxes  to  go  different  wa^■s.  With  the  abohtion 
of  die  tax  on  personal  property  the  general  property  tax  loses 
Its  justification  and  what  is  left  of  it  must  be  defended  upon  in- 
dependent grounds.  A moderate  building  tax  may  be  defended 
because  it  selects  a reasonable  criterion  of  tax  paying  ability, 
that  is,  the  sort  of  house  or  place  of  business  a person  occupies, 
and  bases  its  exaction  upon  that ; hut  it  should  not  be  confused 
with  the  land  tax.  The  latter,  if  of  old  standing,  finds  sufficient 
justification  in  tlie  fact  that  those  who  pay  it  no  longer  feel  it 
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as  a burden  and  to  rela.x  it  would  be  making  them  a present 
of  something  they  never  expected  to  receive.  But  this  justi- 
fication of  an  old  land  tax  becomes  in  turn  a ground  of  con- 
demnation for  a new  or  higher  land  ta.x — the  rent  of  land  not 
having  changed.  Such  a tax  involves  the  confiscation  of 
property. 

This  does  not  mean,  however,  that  a city  or  country  must  Extension 
content  itself  with  an  unvarying  land  or  ground  tax  year  after 
year.  In  progressive  communities  there  is  a tendency  for  the 
rent  and  value  of  land  gradually  to  increase  and  this  irrespec- 
tive of  any  action  or  merit  on  the  part  of  the  landowners.  A 
part  of  this  increase  may  properly  be  claimed  by  the  local 
government  on  the  ground  that  it  has  been  due  to  the  general 
progress  of  the  place  and  that  what  is  left  will  more  than  com- 
pensate the  owner  for  any  trouble  he  may  have  had  in  con- 
nection with  it.  How  this  enforced  sharing  with  the  com- 
munity of  the  benefits  of  progress  is  to  be  imposed  upon  land- 
owners  is  a difficult  question,  but  several  ways  have  been  sug- 
gested and  if  the  economic  grounds  for  the  plan  are  conceded 
there  seems  no  good  reason  why  the  needed  administrative 
machinery  may  not  be  created. 

In  addition  to  buildings  and  land,  the  special  franchises  or  Special 

, . - , Franchise'^ 

monopoly  earnings  of  public  service  corporations  are  a propei  a Source 

object  of  local  taxation  and  the  plan  adopted  by  New  York  of  Revenue 
State  of  defining  such  special  franchises  as  real  estate  for  pur- 
poses of  taxation  has  already  been  advocated.  No  locality  is 
warranted,  however,  in  expecting  to  derive  more  than  moderate 
returns  from  the  taxation  of  special  franchises.  That  such 
franchises  have  value  at  all  indicates  that  the  corporations  en- 
joying them  are  taking  advantage  of  their  monopoly  position 
to  charge  more  for  the  indispensable  services  that  they  render 
than  these  services  cost.  It  is  the  duty  of  the  government, 
instead  of  permitting  the  value  of  special  franchises  to  increase, 
to  insist  on  lower  charges  even  at  the  sacrifice  of  revenue  to 
itself.  Cheap  .water,  cheap  gas  and  electricity,  and  chca]) 
transportation  facilities  are  so  important  that  they  compare 
with  the  services  which  the  municipality  itself  renders.  It 
would  be  robbing  Peter  only  partly  to  pay  Paul  to  allow  the 
value  of  special  franchises  to  appreciate  for  the  sake  of  the 
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small  proportion  of  the  increased  monopoly  income  that  is 
diverted  by  taxation  to  the  general  use.  Even  if  the  govern- 
ment received  all  of  the  increase  in  earnings  it  would  still  he 

doubtful  policy  to  permit  needlessly  high  charges  to  continue 
in  force. 

A fourth  source  of  municipal  revenue  is  from  license  taxes 
justified  on  grounds  explained  in  the  last  section.  Already  it 
is  customary  in  several  states  to  share  the  proceeds  of  liquor 
license  taxes  with  the  local  governmenls  within  whose  juris- 
dictions the  licenses  are  held.  There  is  every  reason  why 
this  policy  should  be  made  general  if  the  high  license  system 
were  extended  as  has  been  advocated.  It  would  then  prove 
an  important  municipal  as  well  as  state  resource. 

These  four  taxes  supplemented  by  the  other  sources  of  local 
revenues  described  in  the  last  chapter  would,  it  is  believed,  fully 

meet  the  legitimate  requirements  of  local  governments  in  the 
United  States. 

^ § 337-  In  comparison  with  the  taxes  now  in  force  in  the 
United  States  the  system  of  taxation  which  would  result  if 
the  various  changes  that  have  been  suggested  were  adopted 
would  have  at  least  the  advantage  of  simplicity.  No  tax  has 
been  approved  that  could  not  be  easily  and  accuratelv  assessed 
and  collected.  Nearly  as  important  as  this  administrative  merit 
IS  the  fact  that  such  large  use  is  pronnsed  of  what  we  have 
called  burdenless  taxes.  hen  the  business  community 
was  thoroughly  adjusted  to  the  system  it  is  believed  that  not 
only  the  land  and  special  franchise  taxes  but  also  the  inheritance 
and  license  taxes  would  impose  but  little  real  burden  upon  those 
WHO  paid  them.  As  one  final  merit  it  may  he  claimed  that  in 
assigning  an  important  role  to  license  taxes  the  system  would 
serve  to  foster  economical  production  rather  than  to  stifle 
enterprise  as  business  taxes  are  only  too  apt  to  do. 

The  proposed  changes  will  seem  altogether  inadequate  to 
advocates  of  the  single  tax  or  other  radical  plans  of  tax  reform. 

1 o such  persons  no  system  which  fully  respects  vested  interests 
can  be  satisfactory  for  it  is  some  of  those  very  interests  t^^at 
it  is  desired  to  reform  out  of  existence.  “ Single  taxers,”  for 
example,  persuaded  that  the  private  enjoyment  of  the  income 
called  land-rent  is  unjust,  propose  to  secure  this  income  for 


General  Conclusion  5^7 

the  government  by  means  of  a tax.  But  by  so  doing  they 
would  practically  confiscate  the  property  of  landowners,  since 
the  principal  incentive  to  the  private  ownership  of  land  is  en- 
joyment of  the  income  which  land  affords.  In  the  same  way 
some  socialists  have  proposed  to  realise  their  more  radical 
programme  of  substituting  public  for  private  ownership  of  all 
of  the  instruments  of  production,  by  taxing  land  and  capital  so 
heavily  that  private  ownership  will  cease  to  confer  any  benefits 
upon  the  property  owner.  Much  as  the  author  both  wishes 
and  hopes  to  see  a more  equal  distribution  of  property  than 
now  prevails,  he  cannot  persuade  himself  that  good  can  result 
from  using  the  machinery  of  taxation  to  confiscate  property 
which  the  law  has  so  long  protected.  As  time  goes  on  it  will 
doubtless  be  desirable  gradually  to  extend  the  domain  of  public 
property  and  in  so  doing  to  encroach  upon  the  field  of  private 
ownership.  This  may  be  accomplished  either  by  an  exercise  of 
the  right  of  eminent  domain  under  which  property  required  for 
a public  purpose  may  be  condemned,  full  compensation  being 
paid  to  the  previous  owner  for  the  loss  which  he  suffers,  or  by 
asserting  the  right  of  the  State  to  the  exclusive  use  of  certain 
forms  of  property  or  to  the  exclusive  pursuit  of  certain  indus- 
tries. To  attempt  to  accomplish  it,  however,  by  seizing  with- 
out compensation  one  after  another  of  the  forms  of  property 
that  it  is  desired  to  withdraw  from  private  ownership,  even  if 
this  be  done  under  the  guise  of  taxation,  is  to  substitute  spolia- 
tion and  robbery  for  law  and  justice.  The  mistakes  of  the  past 
in  permitting  the  undue  extension  of  the  field  of  private 
property  cannot  be  corrected  by  injustice  in  the  present.  What 
is  rather  to  be  insisted  upon  is  that  the  lessons  of  the  past  shall 
be  taken  to  heart  by  those  charged  with  the  administration  of 
public  affairs  so  that  similar  mistakes  shall  not  be  repeated. 
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